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(Dollars in thousands, except per share data) 1999 2000 2001 2002' 2003 i
—
INCOME STATEMENT
Total revenues $ 22,659 $ 30,043 $ 31,334 $ 33,015 $ 30,689 E
Total benefits and expenses 16,114 23,089 23,480 30,708 27,757 |
Net income 4,320 5,133 5,462 1,518 1,934
Diluted earnings per share 1.15 1.30 1.32 0.37 0.47
BALANCE SHEET
Invested assets $ 5530 $ 10,172 § 20,276 $ 18,656 § 29,348 ;
Deferred acquisition costs 39,750 42,752 42,800 49,850 45,608 \
Total assets 49,008 56,617 67,853 74,274 79,284 f'
Total Habilities 20,600 20,028 25,884 30,952 33,978 ]
Stockholders’ equity 28,408 36,589 41,969 43,322 45,305 ‘
SUMMARY OF PoLICIES REINSURED E
Face value of life insurance reinsured  $ 8,030,219  § 9,378,075 $ 9,082,204  $8,451,310 $ 7,606,281 ;’
Number of life insurance policies
and riders reinsured 260,356 296,674 287,303 265,384 239,201 :
Annuity policy benefits reinsured $ 324,827 $ 310,063 $ 266,305 § 224,710 $§ 252,180 i
Number of annuity policies reinsured 24,483 43,819 48,007 48,889 48,285__:‘3
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lobal Preferred Holdings, Inc. is an international financial services company providing consultu‘j 7 |

services, managernent services, product access, and reinsurance solutions to independent marketing”

‘ |

organlzgp}ons (IMOs) and life insurers. Through Global Preferred, IMOs and insurers are able :

B

ber‘leﬁtmfrom"mutuaﬂy rewarding relationships based on parallel interests, a dedication to quali

business, and a focus on managing insurance and distribution risk for long-term economic rewards

increased revenues.

Principally through the development of profit sharing arrangements and delivery of more competitives=

products, Global Preferred has developed substantial intellectual capital in the area of IMO-insurer
relationships. In the simplest case, Global Preferred matches IMOs with companies willing to offer
insurance and annuity products designed to meet the IMO’s specific needs. In these situations, Global
Preferred’s experienced professionals, with decades of insurance and product development knowledge,
ensure the IMO is appropriately represented through the negotiation processes of product design
and pricing.

Global Preferred offers simple, effective solutions to organizations that want to improve the value of
their distribution system relationships by sharing the profitability of the products sold. In situations
where an IMO wants to maximize its profit potential, Global Preferred can offer a variety of profit
sharing options, from enhanced commissions to stand-alone IMO-owned reinsurance facilities. Global
Preferred's staff is expert at all phases of profit sharing arrangements, from assessing initial feasibility to
managing all aspects of the business.

While other firms offer a limited range of services and experience, Global Preferred differentiates itself
by working with IMOs and insurers throughout the entire process, providing a fully integrated package
of services. With minimal time investment and distraction for the IMO, Global Preferred can plan,
negotiate, implement, and manage various profit sharing structures.

IMOs and insurers benefit from the depth of our knowledge base. Global Preferred is a publicly held
company; our staff focuses exclusively on IMO profitability; and we are one of the only firms that is
positioned to provide advisory services and manage the day-to-day operations of an IMO owned life
reinsurance company. Since commencing operations in mid-1996, we have more than doubled our book
value per share and have accumulated over $7.6 billion in face value of life insurance and over $250 million
of annuity policy account values. These successes represent the economic value created by and for the
producers who are Global Preferred’s stockholders.

Global Preferred was founded by producers for producers and, as a result, we are uniquely qualified

to help producers and insurers achieve their goals.

Global Preferred is Redefining Reinsurance, Redefining Relationships.
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Dear Stockholder,

L d e r s

During 2003 we focused on a number of initiatives to grow our business and capital position, many

of which you have been apprised of during the year through our quarterly communications. The

following is a brief overview of some of the results of these efforts:

* A 27% increase in earnings from 2002, which, to a certain extent, is the result of several

encouraging events and economic trends that began to emerge late in the year;
* A 94% increase in the statutory surplus of Global Preferred Re, from $11

.7 million to $22.7

million, much of which is supported by the strong cash flows from our reinsured business;

* A 40% increase in policies reinsured from Pacific Life over 2002, along
reinsurance of newly issued variable annuity policies from Western Reserve;

with the continued

* An extension of rights from Western Reserve to reinsure certain variable universal life policies issued
in 2002, which would have otherwise expired at the end of 2003, and the continuation of our rights

to reinsure annuity products introduced in 2003 and 2004; and
* The development and cultivation of many new distribution relationshi

ps, some of which

are the result of increased branding and awareness of Global Preferred through publications and
presentations on the benefits we can bring to life insurance marketing organizations.

While there were many other successes during 2003, we are continuing to focus on one of our key

objectives: helping our stockholders achieve some liquidity for their investments

in Global Preferred.

This objective is, and continues to be, a significant goal for Global Preferred’s board of directors.

The capital finance committee, the most active of our board committees,
management activities in seeking viable options for stockholder liquidity. The cap-
ital finance committee and management are continuing to evaluate and assess a
number of such options, some of which include (a) paying dividends on our stock,
(b) seeking a strategic transaction, potentially resulting in a sale or merger of
the company, (c) listing the stock on an exchange, or (d) developing a tender offer
program to repurchase stock. While these are only a few of the options under con-
sideration, each has its own merits and disadvantages.

As expressed to you through prior communications, these considerations
require a delicate balance as we seek to identify viable liquidity alternatives for
stockholders while, at the same time, continuing to focus on enhancing overall
stockholder value. So, while we will continue to focus on growing value for you
through our day-to-day business activities, in the months ahead we may be able to
announce new developments in our efforts to enhance stockholder liquidity, which
will most likely require your approval to proceed with any recommended course of
action.

In closing, I wish to express my sincere gratitude and appreciation to our stockholders, employees,

and business partners for their continuing support. We are excited about the future
its business, the opportunities to create value for our stockholders and our efforts
tions of those of our stockholders who may be seeking liquidity.

Sincerely,

Ed McKernan
President and Chief Executive Officer

steers and oversees

"In the months

ahead, we may
be able to
announce new

developments

in our efforts

to enhance
stockholder
liguidity.”

Ed McKernan
President and Chief

of the company and Executive Officer

to meet the expecta-
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Form 10-K

Global Preferred Holdings, Inc.’s annual report, as amended and
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XN Holdings, Inc.

Redefining Reinsurance.
Redefining Relationships.
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washmgton, D.C. 20549

Form 10-K/A

ANNUAL REPORT UNDER SECTION 13 OR 15 (d)
- OF THE SECURITIES 'EXCHANGE ACT OF 1934

For the ﬁscal year ended December 31, 2003

O  TRANSITION REPORT UNDER SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

: For the transition period from to

Commission file number 0-23637

Global Preferred Holdings, Inc.

{Exact- Name of Registrant as Specified in its Charter)

Delaware ' : 58-2179041
(State or other Jurisdiction of (LR.S. Employer
Incorporation or Organization) . Identification Number)

6455 East Johns Crossing, Suite 402
Duluth, Georgia 30097
‘ (770) 248-3311
{Address, Includmg Zip Code and Telephone Number, Including Area Code, of Regzstram s Principal Executive Offices)

“Securities registered under Section 12(b) of the Exchange Act:
Title of Each Class Name of Each Exchange on Which Registered

None None

Securities registered under Section 12(g) of the Exchange Act:

Common Stock, Par Value $.001
{Title of class)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by
Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was required to file such reports), and (2) has been subject to such filing

. requirements for the past 90 days. Yes @  No

Indicate. by check mark if disclosure of delmqucnt filers pursuant to Item 405 of Regulatlon S-Kis
not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part I of this Form 10-K or any amendment to this

- Form 10-K. O

Indicate by check marvk‘whether the registrant is an accelerated filer (as defined in Exchange Act
Rule 12b-2). Yes O  No .

The aggregate market value of the voting common stock, held by non-affiliates of the registrant as of
June 30, 2003, was approximately $23,941,438 computed on the bas1s of the last price at which the -
common equity was sold ($10.00 per share) ‘ :

At March 15, 2004, there were 4,141,684 shares of common stock outstanding.
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Item 1. Business

Overview

Global Preferred Holdings, Inc. was incorporated in Delaware in 1995 as a holding company and owns
all of the outstanding capital stock of Global Preferred Re Limited, Global Preferred Solutions, Inc.,
Global Preferred Resources, Inc. and Preferred Advantage Insurance Services, Inc. (“Preferred
Advantage”). Global Preferred Re Limited is a Bermuda company registered as a long-term insurer under
the Bermuda Insurance Act 1978 (“Global Preferred Re”) and was formed during 1995. Global Preferred
Solutions, Global Preferred Resources and Preferred Advantage were formed during 2003. References in
this report to ‘‘Global Preferred,” *“we,” “us,” “our” and “our company” refer to Global Preferred
Holdings, Inc.. and its sub51d1ar1es unless the context otherwise requlres or is expressly stated.

Global Preferred was formed pr1n01pally to provide-an opportunity for the independent agents
associated with an independent marketing organization to participate indirectly in the reinsurance of the
policies they sold. An independent marketing organization (“IMO”) is an organization -of independent
agents that contracts with one or more insurance companies to distribute. and market securities and
insurance products. These organizations include: insurance agencies, insurance brokers, broker-dealers, |
banks, savings and loans and any other group or.institution. that markets life insurance and annultles

Global Preferred, through its subsidiaries, provides reinsurance solutlons for the llfe 1nsurance and -
anruity industry. Through our sub51d1ar1es we provide: : » : ‘

« A reinsurance development program for IMOs utilizing propnetary strategies that permlts the
members of the IMO to share in the economics of the business reinsured, thus aligning the long-
term interests of the life insurance companies with the interests of the marketing organizations;

+» Life insurance management and actuarial advisory services to IMOs and life insurers to aid clients-
in their;assessment of the strategic and structural benefits of establishing a profit sharing program
through their drstnbutor-lnsurer relationships, such as producer—owned reinsurance;

« A management support structure. to leverage our core competenc1es and provide economies -of scale
to IMOs and insurance companies who already have formed, or are considering forming, a
producer owned reinsurance enterprise; and

« A managlng general agency structure that facilitates product dlstrlbutlon relationships between .
IMOs and life insurers, primarily as a value added service to our clients.

Both the IMOs and insurers benefit from mutually rewarding relat1onsh1ps based on parallel interests,
a dedication to improving the quality of business written, and a focus on managing insurance and
distribution risk for long-term -economic rewards. Through these collaborative relationships:

¢ IMOs can share in the proﬁts of the business they sell, enhance their recruiting and retention
programs, increase their role in product development and better assess the quallty of bus1ness they .
write;

» Insurance companies can benefit from secure, stable growth in distribution, increased attention to
the quality of business written, lower marketing costs due to continuity in distribution and renewed
focus on long-term goals; and

¢ Global Preferred can share in the economic benefits derived from fee income for managing the.
reinsurance risk and administering the reinsurance structure, and also from our partlclpatlon in a
portion of the reinsurance of the products sold by the IMOs.

~ Our core business consists of providing reins_urance on business that has resulted from a relationship
with the independent agents of an IMO member of the AEGON Group. Although our reinsurance
business is directed to us through these independent agent relationships, the life insurance and annuity
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policies that we currently reinsure are underwritten and issued by various ceding life companies In the

insurance industry, the term “ceding” refers to the use of reinsurance to transfer from one insurance
company to another some or all of the risks-associated with one or more insurance pohcres We often refer
to the life 1nsurance companies that reinsure life insurance and annuity pohcres through us as the ‘ceding
life companles The ceding life companies’ Who issue the policies we reinsure are:

+ Western Reserve Life Assurancé Co.: of Ohlo a subs1d1ary of AEGON USA Inc (“Westem
" Reserve”);

. Amencan Skandra Life. Assurance Corporatlon a sub51d1ary of Prudentral Financial, Inc.
(““‘American Skandia”);

Pacrﬁc Life Insurance Cornpany (“Pacrﬁc Llfe ), and
. Federal Kemper L1fe Assurance Company,, subsrdlary of Bank One Corporatron (“Kemper”).

Currently, our largest reinsurance'relationship'1s‘ with Westérn Reserve, which accounted for 92% of
our reinsurance premiums and relnsured pohcy revenues as of December 31 2003

When we reinsure a pohcy for a llfe insurance company, we continue to reinsure that policy for as
long as the pohcy remains in effect. Although the.life insurance company may have the right to cancel the
reinsurance on one or more pohcles this right can generally occur only upon certain defaults or after a .
period of 10 years or longer, dependlng on the particular reinsurance agreement. By maintaining a .
continued financial interest in these polrc1es we share the ongoing revenue streams associated with the
policies. Addrtlonally, as we reinsure new policies, we. expand the base of pohcres in which we maintain an
economic interest.

For the year ended December 31, 2003, we earned net income of $1.9 million on revenues.of. -
$30.7 million. Our total assets and stockholders’ equity at December 31, 2003 was $79.3 million and
$45.3 million, respectively. As of December 31, 2003, we reinsured over 239,000 life insurance policies and
riders with an aggregate face value of over $7.6 bllhon and over 48,000 annuity pohcres with aggregate
contract benefits of over $250 million. : :

New Initiatives

During the first quarter of 2003, Global Preferred formed two wholly owned subsidiaries, Global .
Preferred Solutions, Inc. and Global Preferred Resources, Inc. Global Preferred Solutions provides
actuarial and management advisory services to marketrng organizations and life insurers. Global Preferred
Solutions’ principal focus is to ‘evaluate the strategic and structural benefits of ‘establishing a profit sharing
" .program such as producer-owned reinsurance. Global. Preferred Solutions also offers consulting services
such as distribution effectrveness product de51gn and development irfsurance company due drhgence and -
capacity utilization. o ,

Global Preferred Resources offers its- management support structure to marketmg organrzatlons,
banks, broker/dealers, and insurance companies who already have formed, or are considering the formation
of, a producer-owned reinsurance enteiprise. The objective of Global Preferred Resources is to leverage the
. core competencies and economies of scale of Global Preferred Holdings and enable companies to bring
best practices and independent objectivity to their reinsurance enterprise. Global Preferred Resources’
services include operations management, financial reportrng, accounting, claims.management, reinsurance
administration, and actuarlal services, »

In late 2003, Global Preferred formed Preferred Advantage, which operates in the capacity of a
managing general agency that facilitates product distribution relationships between IMOs and life
insurance companies. Through Preferred Advantage, Global Preferred is posrtloned to 1ntroduce new
products to IMOs and present new dlstrlbutlon to insurers.

3.




Life Insurance Overview o , } ) e

Life i insurance products typically fall w1th1n a spectrum rangmg from insurance protecnon products
that pay a sum of money upon the death of the insured to asset accumulation, products that offer the
insured a tax-advantaged investment vehicle for.long- term savings and retirement income. At the insurance.
protection end of the spectrum is term life insurance. Term life insurance is often renewable on a yearly
basis and pays a sum of money upon the death of the insured. In ‘general, as you move along: the insurance
product spectrum, the investment component becomes increasingly more meaningful, with the end point
being a variable annuity product, which is an asset accumulation product. Variable annuities provide the
policyholder the opportunity to vary benefit payments dependmg on the investment results of the assets
~ held in the account.

We currently reinsure two types of insurance products: variable universal life insurance and variable
annuities. We have the capability, and it is our intent, to expand the scope of our reinsurance to include
other life insurance products, such as term life, whole life, universal life and fixed annuities.

Variable Universal Life. *Variable universal life is an-investment-oriented insurance product that
combines an investment product with a death benefit. This product enables the policyholder to vary the
timing and amount of premium payments, the level of death benefit protection, and the investment
allocation of policy funds. Premiums paid by the policyholder, Which comprise a separate pool of assets,
aré placed in the insurance company’s fixed account or separate’ accounts. For the funds in the separate -
accounts, the policyholder may choose among altematlve investment vehicles, usually including stock
funds, corporate or government bond-funds, and rnoney-market accounts. The death benefits and cash
values in Variable universal life policies vary to reflect the investment experience of the policy’s fixed or
separate accounts. The policy may have a guaranteed minimum death benefit while cash values vary with
the investment performance of the fixed or separate account,

Variable Annuities. Variable annuity policies provide for flexible premium payments and guarantee
that the policyholder will receive periodic benefit payments beginning on- a specified date. Prior to the
specified:date, premium payments made and resulting income earned ‘accumulate on a tax-defeired basis. -
Similar to variable universal life, variable annuity policyholders may allocate their account balances among
a variety of investment vehicles. Accordingly, the resulting benefit payments to-the annuity policyholder

- will vary depending on the performance of the invested assets. Variable annuity policies may provide a
guaranteed minimum death benefit prior to the commencement of annuity benefit payments.
Reinsurance Overview S -

Life insurance compames spread the risks they assume by purchasmg 1nsurance known as
reinsurance, from other insurers, known as reinsurers. A reinsurer agrees to indemnify another i msurance -
company, commonly referred to as the ceding life company, for all or.a portion of the insurance risks
underwritten by the ceding life company under one or more of its own insurance polices. According to
_ Standard & Poor’s, the percentage of new life insurance business written in the United States that is

reinsured has risen from 34% in 1990 to almost 70% in 2002. During 2002, the American Council of Life
Insurers reported.that purchases of individual life insurance totaled $1.7 trillion of face amount.

Ceding life companies receive a number of direct benefits from reinsurance, including:

* Reduced net liability on individual risks; - R : D o o

. Catastrophe protectlon from large events or an aggregatlon of multiple small clalms

Reduced fluctuations in profit and loss margins that are inherent to the insurance industry;
. Ass1stance in malntamlng acceptable leverage ratlos and

Addltlonal underwntmg capacity by permitting them to assume larger risks and underwnte a greater?
number of policies without being required to increase their capital and surplus.
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In addition to the direct benefits of reinsurance, a ceding life company that reinsures through an
organization that has a relationship with the distribution channel that sells the product that is:reinsured
may receive a number of indirect benefits that more closely align their economic interests with those of the
distribution channel. These indirect benefits may include higher quality, more profitable busmess longer-
term relatlonshlps and higher sales volumes. :

In exchange for assuming a portion of the risk associated with a reinsured policy, the reinsurer.
receives a portion of the revenue stream assomated with the pohcy SO long as the remsurance remams in
effect.

Reinsurance can be written on either a proportional, also known as quota share or pro rata, basis or a
non-proportional, referred to as excess share or excess of loss, basis. Under quota share reinsurance, the
reihsurer indemnifies the ceding life company against a predetermined percentage or share of the benefits
paid by the ceding life company under policies it has issued. In reinsurance written on an-excess share’
basis, the reinsurer indemnifies the. ceding life company-against that portlon of beneﬁts paid on the orlgmal
policy in excess of a specrﬁed dollar amount

.Types of Reinsurance ' ‘ I
We currently write three types of reinsurance on'a~quota share basis: renewable term, coinsurance and
modlﬁed coinsurance. For additional.information pertaining to the types of reinsurance we write, refer to
““Ttem. 7 Management’s Diseussion and Analysis of Financial Condition and Results of Operations —
Types of Reinsurance.” ‘ : :
. N L ke ey e

Industry Trends ' R T

We believe that over the last few decades the ‘production and dlstnbutlon of life i insurance, has
experienced several fundamental trends.

r.‘»,r ¢ L

T rehds in- the Production of Life. Insurance;Products o A ‘e

« Product Proliferation. The life insurance markeét has evolved from one offering a handful of
industry-standardized products to oné with products that are highly differentiated across the
industry and even within 4 particular company. This has been driven primarily by the market’s
demand for more complex, investment-oriented products, as well as technological improvements
that have enabled the support and :administratiorr of such products

« Demutualization. A’ riutnber of large mutual life insurance companles have converted into publicly
" traded stock compames 'We ‘believe ' that this conversion has causéd those compames to focus more
. on maximizing product proﬁtablhty and stockholder value.

» Consolidation among sze Insurance Companies. Industry pressures on profitability and thie desire
fo achieve economies of 'scale have driven consolidation of life insurarice companies. Although we
believe that larger, stronger insurance companies have a more: focused approach to distribution
channels it has also created a greater degree of competition among fewer insurers for access, to
those d15tr1but1on channels This increased competition has pressured insurance compames to
increase agent commissions, thereby lowering their profit margins,- -and increasing the 1nsurers focus

on seeurlng stable, rehable access to dlstnbutlon channels.

Trends in the Dtstrtbutton of ‘Life Insurance Products

-« Diversification of Dzstrzbuzzon Channels. Hlstoncally, most life insurers dlstnbuted the1r products
through their own captive agency sales force. Although this traditional distribution channel is still.
utilized, insurers are now increasingly selling their products through IMOs (including independent
agents; brokerage firms, banks and other alternative distribution channels), enabling the insurers to
focus their resources on their principal expertise: product development, underwriting, investment
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management and policy administration. As a result, insurers increasingly rely on IMOs for agent
recruitment, training and sales support. :

-,_Increasmgly Complex Regulatory Environment. Regulation of insurance sales has become more
extensive as products have become more complicated and the distribution systems have become
more diverse. As a result, the cost of compliance with such regulations has risen dramatically and
has made it more difficult for IMOs to manage a diverse portfolio of products.

« Consolidation among Distribution Channels and the Emergence of National Distribution Franchises.
In order to achieve economies of scale and increased bargalnlng power, a number of IMOs have
grown and acquired other, smaller IMOs.

We believe that these trends have led to a nusahgnment of interests between the IMOs that distribute
the products and the life insurance companies that create those products. The separation of life insurance
companies from distribution channels, followed by the growing strength ‘of those distribution channels,
creates an environment where the distributors control access to the life insu.rance., consumers. The
independent distributors’ ability to select the products to sell to the public has given them significantly
greater influence over product development. Often, product selection decisions are driven by a desire for
immediate commissions rather than on the value provided by long-term relationships focused on writing
persistent, high quality business. Additionally, this short-term focus has inhibited the product development
process, as life-insurance companies are reluctant to invest in the development of products for distribution
relationships that may not be long lasting. We believe that these trends.have created an environment in
which life insurance companies seek more stable and reliable distribution networks in which distributors
have long-term incentives to write persistent, high quality business.and the insurance companies have less
pressure to pay higher commissions to the distributors solely to gain and maintain access to the consumers. "

The Global Preferred Value Proposition

We strive to align the interests between life insurance distributors and life insurance companies by
developing long-term, collaborative reinsurance relationships. The foundation for these relationships is our
ability to provide IMOs meaningful ﬁnanc1a1 1ncent1ves through proﬁt sharing structures, such as producer-
owned reinsurance.

Benefits to Distributors

« Participates in Benefits from Reinsurance. Through the financial incentives we provide, distributors
receive financial benefits in addition to traditional commissions. Altematlvely, we provide focused
adv1sory services to IMOs interested in estabhshmg the1r own relnsurance structure.

« Increases in Net Operating Margins. Similarly, to the éxtent that the recelpt of financial incentives
- results in a recognizable item for income statement purposes, distributors will be able to
substantially increase their net operating margins without incurring additional costs.

« Enhances Ability to Assess Quality of Business. "As the overall economic package to the distributor
‘s increasingly influenced by the long-term performance of the business they sell, distributors will be
driven to gain more information regarding the drivers of proﬁtablhty and they will seek to enhance

the quality of business they produce. \

. Increases Involvement in Product Development. As distributors become increasingly focused on
long-term product success, they will want to become more involved in product development
decisions to improve sales volume and profitability within the products they sell.

Benefits to Insurer

« Stabilizes Product Distribution. Reinsurance-driven partnerships with distribution channels inter-
ested in performance-based incéntives should result in more stable relationships with the channels.
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As the financial benefits of a profit-sharing program are realized over a number of years, a long-
term relationship between the distribution channel and the insurer develops. :

* Motivates Distributor to Focus on Quality of Business. As.distributors” economic interests become
more aligned with those of the insurers whose pohc1es they sell, they will become more focused on
. the quality of that business.

» Helps Alleviate Downward Margin Pressure. By complementing commission dollars with the other
financial incentives we provide, distributors should be less inclined to seek continual commission
increases from insurers, resulting in measurable improvements in the insurers’ margins. Further,
insurers should realize expense savings otherwise expended to maintain stability-and growth in sales.
As insurers recognize the long-term benefits we are creating for them with the distribution channels
‘and improved margins, those insurers will be more likely to choose us for reinsurance to help assure
continued long-term distribution relationships.

» Focuses Distribution Systém on Spect'ﬁc Products. Since the financial incentives 'paid by us will be
linked to the sale of specific preducts, distributors will place an emphasis on selling those products.
-in order to receive the additional financial benefits. ‘

‘In addition to collaborative reinsurance relationships, through our subsidiariés we offer life insurance
management and actuarial advisory services, and administrative services to both IMOs and insurers
engaged in reinsurance or related activities. Our independence and objectivity, coupled with depth of
experience and expertise associated with distribution systems and insurers, offers value added business
solutions from a single source entity that can be essential in today’s environment. By providing these
benefits to both the IMO and the insurer, we are able to develop long-term relatlonshlps with both parties,
thereby, contnbutmg to our growth opportunltles

¢

Growth S_trategy

Our objectives‘ are to build strong financial performance, loyal independent marketing organization
relationships, and stockholder value. We aim to achieve these objectives through the following growth
_ strategies: :

+ Broadening Existing Relationships. We will seek to g’row our business by (1) broadening the pool
of products that we reinsure for the ceding life companies with which we have existing reinsurance
arrangements and (2) establishing new reinsurance arrangements with other life insurance
companies that sell products through our existing IMO relatlonshlps

o Forming New Relationships with Other IMOs and Cedmg Life Companies. We intend to form new
relationships with other IMOs and ceding life companies by: (1) marketing directly to IMOs and
life insurance companies; (2) leveraging our existing IMO relationship to gain access to other
ceding life companies and IMOs; and (3) utilizing our relationships with our ceding life companies
to establish relationships with additional IMOs.

Continuing to Expand Reinsurance Coverage of Current Business and New'Business Under Existing
Agreements. We have contfactual rights under our existing agreements with Western Reserve to:
(1) expand the scope of our reinsurance coverage on certain existing policies and (2) subject to
certain minimum sales volume thresholds increase our reinsurance participation of new policies and
expand our reinsurance to include new products offered by Western Reserve that are sold through a
leadmg IMO of the AEGON Group "

Distribution Relatlonshlps and Sales Strategles L

Our strategy is to generate reinsurance busmess through strong, incentive- based relationships ‘with
IMOs that have the desire-and ability to establish long-term reinsurance relationships with the life
insurance companies whose products they sell. Further, through our new subsidiaries, we offer advisory and
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management services to IMOs that desire to establish a reinsurance structure, or may have an existing
reinsurance structure. .

We believe that IMOs that develop long-term relationships have a greater incentive to place profitable
and persistent business with those life insurers that reinsure through their reinsurance partner. This three-
party relationship creates positive economic opportunities for each party, as the IMO may benefit above
and beyond commissions, and we and the life insurance company benefit through increased sales and
1ncremental proﬁtablhty of the busmess -

All of the pohcres we currently reinsure. have resulted from the marketing eﬁ'orts of the independent
agents who have been associated with World Financial Group, Inc., a subsidiary of the AEGON Group,
and its predecessor, World Marketing Alliance, Inc. (“WMA Agency”). Our relationship with World
Financial Group.was formed in June 2001, when certain assets of WMA Agency were sold to World
Financial Group. As a result of the asset acquisition, substantially all of the agents of WMA Agency
became associated with World Financial Group. Our relationship with WMA ‘Agency dates back to our
founding in 1995, when we were principally formed to provide an opportunity for its agents to participate
indirectly ini the reinsurance of the business they produced. Many of those individual agents purchased an
equity ownership in our company through a private sale of common stock in 1995 and a-subsequent sale of
preferred stock in 2000. Many of these agents still own a significant portlon of the outstandmg common
stock of Global Preferred

Reinsura.nce Relatidnships

Current Reinsurance Business

We currently provide reinsurance for variable universal life and variable annuity policies issued by four
large life insurance companies. Our reinsurance agreements with these ceding life companies provide for
our assumption of a portion of defined risks associated with specified products sold by agents of the IMO
with which we have a relationship. Reinsurance under these agreements is automatic, meaning we are
required to accept the business ceded to us so long as the ceding life companies satisfy the terms of the
reinsurance agreements. . t

The following table indicates, by cedlng hfe company, the types of policies we are currently remsurlng
and the type of reinsurance applicable to each. ‘ ‘
' . S C_ Type. of Reinsurance
Ceding Life Company .. . . . .. . Renewable Term Coinsurance Modified Coinsurance

Western Reserve : : :
Variable universal life ........ S, Y v ~ v
Variable annuity . .. .. IR SRR : o % R4
American Skandia - g
Variable annuity .. .0 .. ... 00 2 L S : v
Pacific Life ‘ s
. Variable-universal life ................... . Vo . o s
Kemper o ’
Variable universal life ........... IR S e

We have four separate relnsurance agreements w1th Western Reserve that cover, vanable unlversal life
insurance and variable annuity pohcres issued by Western Reserve on or after January 1, 1992 which are
sold by the agents of World Financial Group and its predecessor. These agreements were entered into on
July 1, 1996, January 1, 1998, April 1, 1998, and October 1, 1999, respectively. The agreement with
American Skandia. began on January 1, 1997 and covers policies on an American Skandia variable annuity
product issuedbetween January 1, 1997 and December 31, 2002 sold by those same .agents. The Kemper
agreement was effective September 1, 11996 and covers all policies on a Kemper variable universal life
product issued between September 1, 1996 and-March 31, 2001 sold by those agents. Our agreement. with
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Paerﬁc Life was signed on June 25, 2001 -and covers pohcres on a vanable unrversal life product rssued on
or after January 1; 2001, sold by those agents : :

Eﬁ’ectrve May 29, 2003, Kemper Investors Life Insurance Company {(*Kemper Investors”) Federal
Kemper Life Assurance Company (‘“Federal Kemper”) and Global Preferred Re Limited entered into a. -
‘Novation Agreement, whereby Federal. Kemper became a party to our Kemper reinsurance agreement
- replacing Kemper Investors. The Novation Agreement substitutes Federal Kemper for Kemper Investors,:
~ binds Federal Kemper by all of the terms and conditions, allows Federal Kemper enjoy all of Kemper
Investors’ rights and instructs Federal Kemper to perform all of Kemper Investors’ duties, obligations and
liabilities under the above referenced Kemper agreement. Concurrent with the novation, Federal Kemper
was acqurred by, and became a busmess unit of; Bank One Corporatlon

We beheve that the terms of our reinsurance arrangements are favorable for our 1ndustry and that we .
were“able to obtain these terms in part because of our strong relationship with the agents associated wl_th
World Financial Group. Our right to reinsure new business under our reinsurance agreements.generally -
extends for an initial term of 3 to 5 years, with automatic renewals and one-year notices of termination

: followmg the initial term. Termination of our right to reinsure new business does not, however, affect our
right to continue to reinsure the policies reinsured at the time of termination. Under our agreements, we
“have<thé right to continue to reinsure-a policy for as long as it remains in effect or until the ceding life
company otherwisé récaptures’ it. A 'ceding life company- may have the right to recapture a reinsured policy
“only-upoh certain defaults or after a perrod of 10 years or longer dependmg on the terms of the relevant
reinsurance agreement. k : : . : - ST

First Right Agreement

Followmg World Financial Group’s purchase of certain assets of WMA Agency in June 2001, we
: entered into a “First Rrght Agreement with Westérn Reserve that provides us a first rlght to reinsure
certain‘new products issued by Western Reserve or its U.S. affiliates that are sold by agents associated
wrth World Frnancral Group Pursuant to this agreement we possess the followrng eontractua] nghts to:

e

"+ Commence reinsurance of Freedom Elite Builder variable universal life irsurance poh01es and rrders
issued from January 1, 2002 through December 31, 2002 up to 20% on'a coinsirance and: modrﬁed
Jcomsurance basrs ‘ . ‘ o :

. Commence remsurance of any smgle life varrable universal hfe insurance pohcres and rrders 1ssued
from January 1, 2003 through March 31, 2005 up to 20% on a coinsurance -and modified
comsurance basrs Thrs contractual nght 18 subject to certain premium productron requlrements

» Prospectlvely reinsure all new single hfe vanable unlversal hfe insurance pohcres up to 20% ona.
- .monthly renewable term basis at:105% of premium rates otherwise available from certain
- commercial reinsurers. This right extends through March 31, 2006 and is subject to certain.
» premium production requirements; and. - ‘
+ Commence or increase reinsurance on certain variable annuity policies issued from January 1; 2003
through December 31, 2004 up to 40% on a coinsurance and modified coinsurance basrs subject to ,
certain premium productron requ1rements '

These rights. automatlcally extend for one- year renewal perrods unless erther party glves notlce of
termmatron 180 days prior to the expiration. of the appllcable initial or renewal term. Certain of these
rights would have expired at Decémber 31,2003 and thereafter, but have been indefinitely extended toa’
date 90 days following receipt of written notice' by either party. For the coinsurance and modified
coinsurance of variable universal life and variable -annuity products, rights under the First Right Agreement
are subject to minimum 'salés volume thresholds. Western Reserve has indicated to us, through informal -
reports, that total premium production requirements were not met for the reinsurance of variable universal-.
life policies issued in 2003 and 2004 and for variable annuity policies issued in 2004. = - E s
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Global Preferred’s decision to reinsure these products is based on a number of relevant factors,
including the attractiveness of the reinsurance rates prescribed by the agreement, the volume of business
and our available capital. So far, we have chosen not to commence reinsurance of this business because -
(a) deferral of the election will maximize our return on such business reinsured, (b) continued increases
in our capital may result in opportunities of securing additional financing at a favorable cost, and
(c) deferral allows us to maintain flexibility to invest in new business initiatives for dlver51ﬁcatlon and
future growth.

Directed Remsurance A greement

Global Preferred entered into a Directed Rcmsurance Agreement with World Financial Group in July
2001 that extends through June 8, 2008, which requires World Financial Group to use its commercially.
reasonable best efforts.to help us attain the opportunity to reinsure all insurance products sold by its agents
for insurance companies with which it has selhng agreements other than Westem Reserve and Western -

- Reserve’s afﬁhates : :

Reinsurance'of New Business with Other Insurance Companies

We intend to enter into reinsurance agreements with ether insurance companies from time to time
and such decisions will be based on a number of relevant factors, including the attractiveness of the
reinsurance rates prescribed by the agreement, the volume of business, our relationship with the insurance
- company and/or the IMO, and our available capital capacity. We intend to enter into agreements with
other IMOs similar to our directed reinsurance agreement with World Financial Group.

Investments

Our 1nvestments are selected w1th the objective of achieving favorable 1nvestment returns consistent
with appropriate credit, dlvers1ﬁcat10n tax and regulatory considerations, while providing sufficient 11qu1d1ty
to enable us to meet our obligations as a reinsurance company on a timely basis. We have, developed .
specific investment guidelines that stress diversification of risk, conservation of principal, and liquidity. Our
investments, however; will be subject to market risks and fluctuations, as well as to the risks inherent in
particular securities..Qur board of directors has established an Investment Committee to periodically
review the guidelines and investment portfolio and to make recommendations to the board of directors
regarding any changes. The board of directors reviews the guidelines annually. For additional information
pertaining to our investment portfolio, refer to “Item 7. Management s Dlscuss1on and Analysis of ‘
Financial Cond1t1on and Results of Operations — Investments

- We utlllze an independent 1nvestment manager to invest our assets in accordance w1th our investment
guidelines. Conning Asset Management Inc., a subsidiary of Swiss Reinsurance Company, has been our
investment manager since June 1998. The Investment Committee of the board of directors periodically
_ reviews the performance of, and the fees paid to, Conning. We are not aware of any affiliation by us with
Conning other than through our pool retrocession agreement with Swiss Re Life & Health America; Inc.
~ The fees paid to Conning for services rendered during 2003 totaled $63,747. ‘

Underwriting and Policy Administration

As an automatic reinsurer, we rely upon the underwriting of the ceding lifé companies on policies we

reinsure. We review and monitor the underwriting standards and procedures of the ceding life companies,
including rules for pohcy contlnuatlons changes, re- entnes reinstatements, ‘and conversions.

The cedlng life companies administer policies we reinsure and provide us with all 1nformat10n
necessary for processing the reinsurance. We have conducted only a limited review of the administrative . -
practices of our ceding life companies. Therefore, we may not have sufficient information to properly -
evaluate the administration of the business we reinsure or the accuracy of the information provided by the
cedlng life companies. : ‘ '
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"Our reinsurance agreements give us the right to periodically audit the books and records of the ceding
life companies to ensure that all business is being properly ceded and administered. Management also
communicates frequently with the ceding life companies regarding the administration of-the business,.
business policies and practices, underwriting procedures, quality of business considerations; and reinsured
policy experience.- : ' , -

Retention

Our profitability depends, in part, on the volume and amount of death claims incurred. While death
claims are reasonably predictable over a period of many years, claims become less predictable over shorter
periods and are subject to fluctuation from period to period. Actual mortality experience in a particular
period may be greater than expected mortality experience and, consequently, may adversely affect our
operating results for such period. ' ‘ SR

As a partial hedge against the unpredictability of claims experience, we have entered intc a pool
retrocession agreement covering certain life insurance policies we reinsure. Under the pool retrocession
- agreement, multiple reinsurers participate in the risks ceded by us. Standard mortality risks in excess of .
our life insurance. retention limit of $100,000 per life are retroceded to pool participarits, which include:
ERC Life Reinsurance Corporation, Swiss Re Life & Health America, Inc., The Lincoln National Life
‘Insurance Company, and Transamerica Occidental Life Insurance Company.

If equity markets decline sufficiently, we may incur a claim expense on certain annuity policies in
excess of our life insurance retention limit of $100,000 per life. Currently, eight annuity policies, or 0.02%,
of our épnuity policies in force exceed our life insurance retention limit by an aggregate exposure of
approximately $264,000 with an average excess exposure of approximately $33,000 per life. Increases in

- the equity market may result in fewer annuity. policies exceeding our life insurance retention limit while
decreases in the equity market may Tesult in more annuity policies exceeding our life insurance retention -
limit. - o C ' o

Regulation of Global Preferred Re

B_ermuda

‘The Insurance Act 1978 and related regulations of Bermuda (the “Insurance Act”), which regulates
“the insurance business of Global Preferred Re, provides that no person shall carry on any insurance
business.in or from within Bermuda unless registered as an insurer under the Insurance Act-by the.
Bermuda Monetary Authority (the “Authority”). Under the Insurance Act, insurance business includes
reinsurance business. S ' : :

The Insurance Act impc;ses 501vency and liquidity standards and auditing and reporting requirements
and grants to the Authority powers to: '

. grant and revolvéer registration;

. re'q:ilire statutory financial statements;

+ limit the amount of dividends and othér payments;
* regulate fransfer of busineés and winding‘-upé and

* supervise, investigate (as well as assist on investigations by certain foreign regulatory authorities),
requisition information and intervene in the affairs of Bermuda insurance companies (including
limitations on new business and regulating investments). ' -

The Authority may appoint an inspector with extensive powers to investigate the affairs of an insurer

if the Authority believes that an investigation is required in the interest of the insurer’s policyholders or

.. persons who may become policyholders. Further, Global Preferred Re, as a long-term insurer registered
under the Insurance Act, may only be wound-up or liquidated. by order of the applicable Bermuda court.
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Independent Approved Auditor. TEvery registered insurér must appoint an independent. auditor who
will annually audit and report on the statutory financial statements and the statutory financial return of the
insurer, both of which, in the case of Global Preferred Re, are required to-be filed annually with the
Authority. The independent auditor, of the insurer must be approved by the Authority and may be the .
same person or firm that audits the insurer’s financial statements and reports for presentation to its
shareholders. Global Preferred Re’s independent auditor is Deloitte & Touche.

Statutory Financial Statements. An insurer must prepare annual statutory financial statements. The"
Insurance Act: prescnbes rules for the preparation and substance of such statutory financial statements,
which include,: 'in statutory form, a balance sheet, an income statement, a statement of cap1tal and surplus
and notes thereto The insurer is required to give detailed 1nformat10n and. analyses regarding premiums,
clalms reinsurance, and investments. Global Preferred Re, as a long-term insurer, is required to submit to
the Authority the annual statutory financial statements as part of its annual.statutory financial return.

Minimum Solvency Margin; Restrictions on Dividends. The Insurance Act also regulates the .
payment of dlwdcnds and the minimum solvency margin. For additional 1nformat10n refer to Note 9 to
the Consolidated Financial Statements

Principal Representative. - An insurer is required to maihtain a principal office in Bermuda-and to
appomt and 'maintain-a principal repfesentative in Bermuda: For the purpose of the Insurance Act, Global:
Preferred Re’s principal representative:is International Advisory Services, Ltd. (“IAS™) and its principal *
office is located at 44 Church Street, 3rd Floor, Hamilton HM 12, Bermuda. Without a reason acceptable
to the Authority, Global Preferred Re may not terminate the appointment of its principal representative,
and the prmmpal represcntatlve may not cease_ to act as such, unless 30 days’ notice in writing to the
Authority is: glvcn of the’ 1ntcnt10n to do so. It is the’ duty of IAS, as Global Preferred. Re’s principal
representatwe ‘within 30 days of rcachlng the view that there is a likelihood of it becommg insolvent or
that a reportable event has, to the prln01pal representatlve s knowledge occurred or is believed to have
occurred, to make a report in writing to the Authority setting out all the partlculars of the case that. are
available to the principal representative,

United States

In general, reinsurers domiciled outside the United States (referred to as “alien reinsurers”) are not
subject to substantial direct. regulation in the United States. The insurance laws of each state of the’
United States:generally do not regulate the sale of reinsurance within their jurisdictions by
non-U.S. insurers. However, alien reinsurers, such as Global Preferred Re, that provide reinsurance to
- insurance companies domiciled or licensed in United States jurisdictions are indirectly regulated by:state:
“credit for reinsurance” laws. These laws operate to deny statutory financial statement credit to ceding .
insurers unless the unauthonzed alien reinsurer posts acceptable securlty for ceded hablhtles and agrees to
certain contract provisions.

The state insurance laws in the United States restricting the investments of insurance companies are
not applicable to Global Preferred Re. Unlike insurance regulations in the United States, Bérmuda law
does not limit or regulate investments of Global Preferred Re as a long-term insurer. provided that such
investments are made for its potential benefit and the minimum solvcncy ratlos prescnbed under the
Insurance Act are not breached. : -
Competition

'Rginsugat‘lcc and insurance comipanies cdrﬁpete based on many factors, inpiuding’: '

» Premium charges; ‘

<« Ability to.structure innovative terms and. conditions in product offerings; SR Co

. The general reputatlon and pcrcelved ﬁnanmal strength of the rcmsurer or msurer

L. Relatlonshxps with reinsurance -and insurance 1ntermed1ar1es Lo -
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« Ratings assigned by independent rating agencies;
+ Speed of claims payment and administrative activities; and
+ Experience in the particular risk to be underwritten.

While we compete with numerous national and international reinsurance companies, primary .,
insurance companies, undérwriting syndicates and other financial services providers, many of which are
well established, have significant operating histories and substantially greater underwriting, marketing and
administrative resources than we do, we believe that our focus on building relationships with IMOs can be
a distinguishing feature.

Distinguishing us from other companies in our industry,"our growth strategy includes the expansion of
our relationships with IMOs through the formation of reinsurance structures specific to their business or
through the use of financial incentives, which may include stock, warrants and other forms of equity in our
company. We believe our core strengths and expertise will result in:

+ Fee income associated with administrative services and from actuarial and management advrsory
services; S . R PR

. Rernsurance revenues resultmg from favorable agreements with IMO remsurance structures and

~+ Reinsurance revenues resulting from favorable agreements with cedmg life compames beneﬁtmg
IMOs that are ﬁnancrally motlvated to 1nﬁuence cedrng company relat1onsh1ps wrth us.

Our ability to compete wrth other potentlal reinsurers in thrs market will depend upon our ability to
successfully develop. and maintain strong élationships with IMOs. In addition to our continuing focus on
our current independent agent relationships, we commenced 1mplement1ng marketmg programs in late
2002 to develop new IMO relatlonshlps ‘

Drrect insurance companies who are lrcensed to underwrrte insurance are also. licensed to underwnte
reinsurance, making commercial access into the reinsurance business relatively uncomplicated. In addition,

“over the last several years, capital markets participants, including exchanges and financial intermediaries,
have developed financial products intended to compete with traditional reinsurance. We are unable to
predict the extent to which new, proposed or potential initiatives may affect the. demand for our products.
Barriers to entry to the reinsurance industry for non-insurers are chiefly the time, capltal and talent
necessary to attract, underwrite, and manage the busmess

We cannot assure you that we will be able to compete successfully, and the inability to do so could
have a material adverse effect upon our ability to implement our strategies.

Employees

As of December 31, 2003, we had ten full-time employees. None of our employees are covered by a
collective bargaining agreement. We consider our relations with our employees to be good.

We believe our future success will depend in large part on our ability to recruit and retain qualified -
employees experienced in insurance and underwriting. The competition for such personnel is intense, and
there can be no assurance that we will be successful in retaining or recruiting key. personnel.

Item 2. Properties

In October 2002, we entered into a lease agreement for office space in Duluth, Georgia. The initial
lease term, as amended, is twenty-four months, with the option to extend the term an additional thirty-
nine months, expiring in January 2008. Payments under this lease are $122,177 annually through October
2004. The lease payments are subject to an annual increase of approximately 3%. We do not own or lease
any other properties.
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Item 3. Legal Proceedings

We are not a party to any material legal proceedings.

Item 4. Submission of Matters to a Vote of Security Holders
During' the fourth quarter of 2003, no matters were submitted to our security holders for a vote.

PART 11

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
~No public trading market existed for our common stock during 2003.

At March 15, 2004 we had 4,141,684 shares of common stock outstandmg and approximately 850
stockholders

We have not declared or paid any cash dividends on our common stock durmg 2002 or 2003 and our
board of directors does not anticipate declaring or paying any cash dividends in the foreseeable future. We
anticipate that all of our earnings and other cash resources, if any, will be retained for the purpose of
financing Global Preferred Re’s reinsurance business and will be available for other strategic opportunities
that may develop. Future dividend policy will be subject to the discretion of our board of directors, and
will be contingent upon our results of operations, financial position and capital requirements, general
business conditions, restrictions imposed by financing arrangements, if any, legal and regulatory restrictions
on the payment of dividends and other factors that our board of directors deems relevant.

. As a holdlng company with no du'ect operatlons the payment of d1v1dends by us in the future will be

largely dependent on our receipt of dividends from Global Preferred Re. For a discussion of restrictions on
the payment of dividends by Global Preferred Re, refer to Note 9 to the Consohdated Financial
Statements o : : —
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Item 6. Selected Financial Data

The following table sets forth selected ﬁnanc1al data and other operating information. The selected
financial data have been derived from our consolidated financial statements and should be read in
conjunction with our consolidated financial statements and accompanying notes and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” including elsewhere herein.

Year Ended December 31,
1999 2000 2001 2002 2003
(Dollars in thousands, except per share data) .

‘Consolidated Statements of Income

Data: o ; ‘ : :
Premiums ................ oo 8§ 9692. $§ 16,618 $ 19240 §$§ 17985 § 17,401
Reinsured policy revenues. ». ... . . o 13,506 .. -~ 12,894 | 11,238 13,839 © 12,797
Net investment income .......... 350 528 811 742 407
“Net realized gain (loss) on . U :
investments . .......... e - (66) 3 45 - 428 - 21
Other Income . ................. _ - — — — 63
Loss on recapture of business. . ... (823) L — — — B —
Total TEVENUES ...\ :ooenyeens 22,659 30,043 - 31,334 33014 30,689
Total benefits and expenses ..... . - 16,114 B 23,089 - 23,480 . 30,708 27,757
Income before mcome tax o 6,5‘45 ' 6,954 7,854 '2,306“ 2 932
Income tax expense Ce L (2225 . (1,821) (2,392) ~ (788) _(998)
Net income ........... L. 4300 5133 5,462 1,518 1,934
Preferred d1v1dends e _ — 155 267 .
© Net income avallable to common - - - S S . T
stockholders ............... =. $ . 4320 $ 4978 $ 5195 $ 1,518 §. -1934
Basic eamings per share ........._ $ LIS $ 133§ 139 'S 037 § 047
Diluted earnings per share .. e 8 L1508 7130 8 132 8 037§ 047

Welghted-average common shares 3,742,610 3,742,610 3,742,610 4,141,684 4 141, 684
Total weighted-average common . : A -
and common equivalent sharés_ Lo 3,742,610 3,943,897 4,141,684 4,141,684 4,141,684
i December 31,

1999 2000 2001 2002. 2003
' (Dollars in thousands)

Consolidated Balance Sheet Data:

Cash and cash equivalents ....... $ 3476 $ 4259 $ 8062 $ 15858 § 11,580
Fixed maturity and equity o . S .
securities .. ........... . ... ... oL 2,054 - 5912 o 12,214 2,798 17,768
Deferred acquisition costs . ... . ... C9750 0 42,752 42,800 - 49,850 45,608 -
Total assets . ooo'vennnn .. L. 49,008 56,617 67,853 - 742745 79,284
DEbt. e 19,179 5,000 . 5,000 5000 . 5,000
Total liabilities . ................ 20,600 20,028 25,884 130,952 33,978

Stockholders’ equity........... 28,408 - 36,589 41,969 :43;322 45,305
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December 31,
1999 2000 2001 2002 2003
o o (Dollars in thousands)

Summary of Policies Reinsured:

Number of | life insurance pollmcs,' . ' o . ' o
and riders reinsured ........ ... ‘ 260,356 296,674 _ 287,303 265,384 239,201

Number of annuity pohc1es o »

relnsured e oo 724,483 43,819 48,007 48,889 48,285
Face value of life insurance: = - N

reinsured . ... ... $8,030,219  $9,378,075  $9,082,204  $8,451,310 . $7,606,281

Annuity policy benefits reinsured .. $ 324,827 $ 310,063 $ 266,305 $ 224,710 § 252,180

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following analysis of our consolidated financial condition and results of operations should be read
in conjunction with “Selected Financial Data” and the consolidated financial statements and accompanying
notes included elsewhere in this report. -

~ Overview

Global Preferred provides reinsurance solutions:for the life insurdnce and annuity industry. Our
‘principal business objective is to align the long-term interests between independent marketing organizations
and ife insurance companies. Through these collaborative relationships, we believe both the IMOs and
insurers benefit from mutually rewarding relationships based on parallel interests, a dedication to quahty
business, and a focus on managing insurance and distribution risk for long-term economic rewards.

‘Although our reinsurance business is directed to us through these independent agent relationships, the
life-insurance ‘and annuity policies that we currcntly reinsure are underwritten and issued by various ceding
life: companies. In the insurance industry, the term ‘ceding” refers to the use of reinsurance to transfer
from one insurance company to another some- or all of the risks. associated with one or more insurance
pohcnes We often refer to a life i insurance company. that reinsures life insurance and ‘annuity policies
through us as a “ceding life company.” The strength of our current reinsurance busmess is based on our
historical relationship with the independent agents of World Financial Group, which is an indirect "
‘subs1d1ary of AEGON USA, Inc. and an IMO that marketsthe products we currently reinsure.

. Under a reinsurance agreement, the economic consequences of certain 1nsurance risks are. transferred
from the cedmg life company to the reinsurer. Depending upon the type of reinsurance agreement, these
risks may include mortality, pers1stcncy, investment and expense. Key considerations in evaluating the risks
include: T . S T

"

« industry experience;
. thc cedmg life company s pr1c1ng and assumptlons
* the type of product;
. e the cedlng life company s underwntlng practlces and procedures;
-« the type of dlstnbutlon system
« the ceding life company’s recent exporiénce; and
‘., - thc market for the product

The cedlng life companies retain responsibility for the payment of all clalms surrender values,
commissions, and expenses involved in issuing and maintaining the policies we reinsure. In addition, the
ceding life compamcs administer the reinsurance ‘contracts and, on a monthly and quarterly basis, provide
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- investment,. and expense. We, share the nsks pro.rata with the ceding life company. We receive a.

us with information regarding premiums, reserves and benefits and the amounts we owe to ,the ceding life
company for cla1ms and settlement expenses on the pol1c1es we rernsure

Types of Reinsurance L ' -":-”1' .

We currently wr1te three types of re1nsurance on a quota share ba51s renewable term comsurance and
modified coinsurance.

Renewable Term. . Renéwable term, also teferred to as risk premium reinsurance, which includes™
monthly renewable term and. yearly renewable term, is a plan of reinsurance in which the premium rates
are not d1rectly related to the premium rates on the original plan of insurance. Under renewable. term
reinsurance, the ceding life company reinsures a portion .of the:mortality risk with us. The amount
reinsured in any one period is not based on the face amount of the policy, but rather on the, port1on of the’
net amount at risk we reinsure. The net amount at risk is typically defined as the difference between the
death benefit and the cash value of a policy. The ceding life company establishes the policy reserves,
which are reduced for the mortality risk reinsured with us, and pays all policy benefits, commissions and °
expenses involved in issuing and mamtamrng the busrness Correspondmgly, we establish reserves spec1ﬁc
to-the mortality risk reinsured. : . - - :

Under renewable term remsurance we' may also be subject to the effects of pers1stency I‘lSl( e
Per51stency risk is the risk that a policyholder either stops paying premiums, which would cause the policy
to lapse, or chooses to surrender the policy for the cash surrender value. The effect of pers1stency risk on
us is that possrble future revenue w111 be reduced, potcnttally reducmg profits. e

Coznsurance Under a comsurance arrangement the msured risks are ceded to us on essentrally the
same bas1s as underwntten by the ceding | life company. The ceded risks include mortahty, persrstency,
proportronate share of gross premrurns from the cedmg ltfe company and prov1de contractual expense
allowances to the ceding life company to pay for the expenses associated with the rernsured pohc1es
Expenses include commissions and costs assoc1ated with underwriting, marketmg, policy issue, and
maintenance. We also pay our proportlonate sharé of death beneﬁts and Gther pol1cy benefits to the cedmg
life company. The reserves on the ceded portion of the policy are held by us ‘and are our obligations.
Correspondingly, we invest the assets related to the reserves and receive investment income from those
assets. :

*

Modzﬁed Coznsurance Mod1f1ed comsurance is similar fo comsurance except the cedmg hfe , - 4
company does not transfer the reserves or the invested assets related to the reserves. Modified cornsurance
is used prlmanly for products that develop cash values and allows the cedmg life company to retam the
associated assets for investment purposes

Critical Accounting ‘Policies and Estimates :

v The’ preparat1on of financial statements in conforrmty with accountmg pr1nc1ples generally accepted in
the United States requires management to ‘make estimatés and assumptions regardmg uncertainties that
affect certain amounts in the consohdated ﬁnanc1al stateménts and related’ footnotés. ‘Accounts that we,
deem to be sensitive to changes in estimates 1nclude deferred acqu1s1t1on costs and fufure poltcy benefits.
In all 1nstances ‘actual results could differ from estimates. A summary of s1gn1ﬁcant accounting pol1c1es is
1ncluded in Note 2 to’the Consolldated Frnancral Statements

e
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Income Statement

Reinsurance Revenues. For renewable term reinsurance, we record as “premiums” the amount of
reinsurance premiums we receive over the payment periods of the reinsured policies. For policies reinsured
on a coinsurance or modified coinsurance basis, we record as “reinsured policy revenues” our proportionate
share of the gross revenues received by the ceding life company over the payment periods of the reinsured
policies." These revenues represent the policy mortality and expense charges, asset-based allowances and
deferred sales charges. that have been assessed against the reinsured policy account balances.

-~ Upon election to convert certain reinsured policies from a renewable term basis to a coinsurance or
modified coinsurance basis, the associated premium revenués for those policies will discontinue, and our
proportionate share of the associated mortality and expense charges, asset based allowances and deferred
sales charges w111 be recorded -as reinsured pohcy revenues.

Remsumnce_ Expenses. Regardless of the type of reinsurance, our related expenses may include:
(1) benefits; claims and settlement expenses, which represent our share of the payments made under the
reinsured policies during.the period, the change in claims in course of settlement, and the change in claims
incurred but not reported; (2) expense allowances paid to the ceding life company for expenses associated
with the reinsured policies, including commissions and costs associated with underwriting, marketing,
policy issue and maintenance; and 3) amorttzanon of deferred acqu1s1t1on costs, whlch are d1scussed in
more- deta1l below

Net Income Our profitability, in part depends on the volume of policies relnsured and experience of
the reinsured policies. Factors that affect the experience of the business include reinsured policy
persistency, déath claims, and 1nvestment performance of the separate account balances. While death
claims are reasonably" predictable over a period of years, ‘claims become less predictable over shorter
periods, and are subject to fluctuation from quarter to quarter and year to. year. Similarly, separate account
investment returns upon’ which a significant portion of our revenues depend may have relatively stable
returns over a 'period of years but can be volatile over shorter periods. A considerable amount of separate
account balances is invested in equities; therefore, prolonged detenoratmn in the equity markets will result
in a decrease in our current-and future 1ncome

Balance Sheet

Deferred Acquisition Costs. We capitalize and defer costs that vary with and are primarily related to
the acquisition of the reinsured policies. These expenses are deferred to the extent that such costs are
deemed recoverable from future pélicy revenues and are recorded as deferred acquisition costs on the
balance sheét. Such:costs include reinsurance expense allowances paid to ceding life companies, and may
include other underwriting costs such as actuarial, legal and accounting fees.-

Deferred acquisition costs are amortized over the lives of the underlying policies, in conformity with
the terms of the reinsurance agreement. Under the renewable term agreements, deferred acquisition costs
are amortized in proportion to' the premium revenue related to the mortality risk reinsured. Such premium
revenue is est1mated using the same assumptions used for computing liabilities for future pohcy benefits.
Such assumpt1ons ‘include estimates of expected inyestment yields, mortality, persistency and expenses
apphcable at the time the pohc1es are reinsured.’ Ongmal assumnptions on renewable term business continue
to be used in subsequent ‘accounting periods to determine changes in the deferred acqu1smon costs unless a
premium deﬁCIency exists. Under the renewable term agreements, the amortization is in proportion to the
ratio of premiums collected during the then current period to total anticipated premiums and is adjusted to
reflect actual persistency of the insurance in force. :

Under the coinsurance and modified coinsurance agreements, the amortization of the deferred
acquisition costs is in proportion to the ratio of gross profits recognized during the then current period to
total anticipated future gross profits. During each accounting period, assumptions used in calculating the
amortization of the deferred acquisition expense reflect actual experience for the then current accounting
period. We also review, on a periodic basis, our evolving experience with regard to our assumptions
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concerning future experience as to mortality, persistency, investment yields, and expenses in determining
our estimate of anticipated future gross profits. This periodic review is commonly referred to as:

“unlocking.” Our normal period of observation is from October 1 of the previous calendar year through
September 30 of the current calendar year. If we believe variances from expected assumptions are
permanent, we will change the assumptions we use with regard to future experience. Upon adoption of any
change in assumptions used with regard to-future experience, the amortization of the deferred acquisition
cost will be recalculated and reﬁected dunng the then current’ accountrng period. :

A materral component of varrable life and annurty product revenues is derived from the asset-based
fees that have been assessed against the policy account balances, of which a considerable portion is
invested in the equity markets. The volatility of equity market returns over the short-term can be
significant without materially impacting long-term equity market returns. Historical equity market.
performance shows equity market volatility is much hrgher over short term horizons as compared to long-

- term horizons. The short- term volatrhty of the policy fund value would result’in a proportional adjustrnent
to all future expected gross proﬁts if no other adJustment_s were made to account for the differences
"between long-term and ‘short=term volat111ty We utilize a credlblhty approach” to account for the
differences between long-term and short- term volatility. Under this approach, the estimates of future
expected gross profits are rewsed to- recogmze the effects short-term volatility and market y1elds have upon
long-term yield expectatlons We réview our approach annually to'determine if additional ad]ustments to
amortization are necessary as a result of prolonged and/or severe ‘negative or ‘positive equity market”
performance. In such instances, the equity market performance must be sufficiently high or low to justify a
belief that the effect of current market condltlons on future expected gross profits should be more
permanently reﬂected '

.

' In addition, certain vanable annuity pohcres we reinsure 1nclude a death beneﬁt typrcally equal'foa
return of premium or the highest level the fund values had accumulated over certain prescribed periods
under the annuity policy. Upon the death of an annuity pohcyholder we will incur a claims expense equal
to the’ excess, if any, of the amount guaranteed under this“provision ‘over the then current pohcy fund’
value. This expense increases when -equity markets’ decline and-deéreases as equity markets increase. We
utilize an implicit approach to account for the expense associated with these guaranteed minimum death
benefits. Under this approach, futuré expected gross profits are decreased to account for future. expected
claims expenses. The short-term volatility of the policy fund value will result in significant volatility in the
expected claims expense if no recognition is made to acknowledge differences between long-term yields, -
and short-term volatility. Our implicit approach recognizes the effect of long-term versus short-term
volatility. when accounting for guaranteed minimum death benefits. In conjunction with the implementation
of Statement of Position (“SOP”) 03-1, (refer to;Note 2 to the Consolidated Financial Statements); we
will be converting from an implicit approach to.an explicit approach in first quarter 2004.. We do.not
expect these changes to have a material impact on our financial statements

Future Polzcy Beneﬁts - Liabilities for future benefits on life insurance pohcres are established in an .
amouiit we estimate is adequate to meet the estimated future obligations on the policies in effect. Pohcy
reserves are included in “future policy benefits” on the consolidated balance sheet.

Llablhtles for future pollcy beneﬁts under the renewable term agreements include provisions for
¢laims in- the course of settlement, claims incurred but not reported, and expected future claims.’ The
liability is estimated using assumptions such as estimates of expected investment yields, mortahty,
pers1stency and expenses apphcablc at the-time the reinsurance contracts are executed.

Liabilities for future pohcy benefits under. coinsurance and modified coinsurance agreements eqital
reinsured policy account balances on the underlying life insurance and annuity policies. With regard:to thé
separate account benefits reinsured on a modified coinsurance basis, we record the liabilities as an offset to
related assets as our intentions and rights under the agreements with the ceding life companies meet the
appropriate conditions governing rights of setoff. The nature of separate account benefits under variable life
insurance or variable annuity policies do not permit us to reinsure those benefits on a coinsurance basis.
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We currently reinsure the fixed account portion of life insurance and annuity policies only on a
coinsurance basis and, accordingly, the hablhtles for that portion of the reinsurance are recorded as future
_policy benefits. e S : :

Liabilities for. future policy benefits reflected in the consolidated financial statements are based.on
information provided to-us by the ceding life companies. Reserves established by us with respect to -«
individual risks or classes of business may not be the same as those established by ceding life companies .
due to differing risks and assumptions regarding mortality, persistency, investment, and expenses.

Fair Yalue Disclosure

Investments. We classify- all fixed maturity securities and equlty securities, with read1ly determmable
fair values, as avarlable for sale.” Such securities are reported at fair value. Fixed matunty securities ,
available for sale are so classified based upon the possibility that such secuntles could be sold prior to o
maturity if that action enables us to execute our investment phrlosophy and appropriately match R
investment results to operating and liquidity needs. Equity securities are classified as available for sale - o
because we do not intend to actively trade such securities, Unreahzed gains and losses on marketable .
equity securities and fixed matunty securities available for sale, less applicable deferred income taxes, are .
reported as a separate component of * accumulated other comprehensrve income” within stockholders ’
equity.

Investment income is recognized as it accrues or becomes legally dué. Realized gains or losses'_on ,: R
sales of investments are included in income, as are write-downs of securities where declines in value are ""
deemed to be other than temporary. The cost of investment securities sold is determined based upon the
specific identiﬁcation method. . o L e, . .

Other Fmanczal Assets and Llabzlztles The carry1ng value of cash and cash equ1valents rernsurance
receivables and payables, short-term debt, accrued expenses and accounts _payable approximate their fa1r
values due to the short-term.nature of these accounts. The.carrying value of future policy benefits. . .

it

approximates its fair Value as. credited 1nterest apprommates current market rates. o . Caw

Our Current Re_insur'ance -Agre‘ements' ' - ‘ R ‘ o fo T

- The life insurance and annuity policies that we have reinsured to date-are underwritten and issued’ by
Westem Reserve, American Skandia, Kemper and Pacific’ Life. The following table mdlcates the
percentage of our reinsurance revenues derlved from our’ cedlng l1fe companles »

Year Ended December 31

. . o o ) 2001 2002 2003
. Western Reserve ...... S TS ST ORI e  89% o 91% - 92% .
American Skandia TR I -9 .8 7 s
.......... 2' ._1\ 1;

— @ =@ =@
. 100% R 100% . '100%:: !

(1) This agreement was ClTCCthC as of Januaryl 2001 e o AT
(2) Less than 1% e Ce Tl e N T e

3
3

20




The following table indicates, by ceding life company: (1) the names and types of .insurance products.
we currently reinsure; (2) the type of reinsurance agreement applicable to each; (3) pohcy issue dates
reinsured under each agreement; and.(4) the commencement date of the reinsurance..

Reinsurance

. ) } Product Reinsurance Commencement
Ceding Life' Company Reinsured Product Name Type(1) Type(2) Policy Issue Dates Date
Western Reserve . Freedom Equity Protector ~ VUL MRT 1/92 to 12/99 7/96
Western Reserve  Financial Freedom Builder - VUL - MRT 7197 to 3/98 1197
Western Reserve  Financial Freedom Builder VUL Coé/Modeo ~ 4/98 to 12/98 4198
Western Reserve Financial Freedom Builder VUL MRT 1/99 to 3/01 ) : 10799
Western Reserve  Financial Freedom Builder VUL~ Co/Modco ~ 4/01 to 12/01 ** * 01/02
Western Reserve  Financial Freedom Builder VUL MRT 1/02 to 12702 *10/99
Western Reserve  Freedom Elite Builder VUL Co/Modco 7/ 01 to_12/01 /02
Kemper "Power VUL ' VUL MRT 9/96 to 3/01 . 9/96
Pacific Life Select Exec 11 VUL YRT 1/01 to present”  ~ 1/01
Américan Skandia Imperium VA Modco - 1/97 to 12/02 1/97
Western Reserve Freedom Wealth Creator VA  Co/Modco  1/98.t0 12/01 -1/98
Westem Reserve Freedom Premier VA Co/Modcor 10/ 00 to present 10/00

(1) “VUL” means variable universal life product. “VA” means vanable annulty product

(2) “MRT” means monthly renewable term. “YRT” means yearly rcnewable tcrm “Co/ Modco means
coinsurance and mod1ﬁcd coinsurance.

Under our reinsurance agreements with the ceding life compamcs we currcntly rcmsure Varlable life
insurance and variable annuity policies on either a renewable term basis .or a coinsurance and modrﬁed
coinsurance basis. The policies we reinsure on a renewable term basis represented 58% of our remsurance
revenies for the'year ended December 31, 2003. The policies we reinsure on a coinsurance and 'modified
coinsurance basis represented 42% of our reinsurance revenues for the same period. Of the 42%,-25%:
relates to vanable life insurance pohc1es and 17% relates to variable annuity policies. .

Followmg World Financial Group’s purchase of certain assets of WMA Agency in June 2001 we
enteréd into certain agreements with Western Reserve that provides us a first right to- reinsure certain new
products issued by Western Reserve or its U.S. affiliates that are sold by agents associated with World
Financial Group. Concurreritly,;we entered-into a best efforts. agreement with World Financial Group in’
July 2001 to help us attain the opportunity to reinsure all insurance products sold by its agents for
insurance companies other than Western Reserve and Western Reserve’s afﬁhates Refer to Nofe 5 to the
Consohdated Financial Statcments for further dlscuss1on

A ce . Tt e e Ty
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Results of Operatlons

The followmg table sets forth certam operatmg data as a percentage of total revenue for the periods
1nd1cated
Year Ended December 31,
2001 2002 - 2003

" (As a percentage of total
revenue)

Consolidated Statements of Income Data:

“Revenues: : . ‘
Premiums.................. SO e P 61%  55%  57%
Reinsured policy TEVEMUES . ..o teeeevnnnneneens e ... 36 42 42
‘Net Investment iNCOMe ... ..........cooiiiniiiiiiiian.. e 3. 2 1

| ~ Net realized gam on 1nvestrnents R — 1 —
Otherincome............................ e e — -

Total FEVenUeSs . .. ..o\ oveeeiiereinen, e Do 100%  100%  100%

Benefits and expenses: ‘
Benefits, claims and settlement expenses . ............. oiliae.. - 20 26 30
Change' in-future policy benefits ......... . ..., 8 5 4
Reinsurance expense allowances, net ................. . L2 26 27

* Amortization of-deferred acquisition costs ................ Lol 13 2r 18
Operating eXPenses . .. ............ooovniiiiiiiiaii... . 6 9 11
Interest expense.:...:........ e PRSI SR S |
Costs of w1thdrawn oﬁ'erlng Sl e e .. e AR 5 —

Total benefits and expenses........ ........ el 1593 91

Income before income tax ... .. Pasee e e e 25 7 9
INCOME 1AX €XPENSE - ...\’ v e e e MO R

Net income ............ e i P Lo 17% 0 5% 0 6%

Year Ended December 31, 2003 Compared.to Year Ended December 31,2002
Revenues . ’ ' ' o N 1

Premiums. Premiums decreased $584,000, or 3%, from $18.0 million for the year ended
December 31, 2002 to $17.4 million for the same period in 2003: The majority of the premium decrease
was due to the decreasing business in force under our renewable term agreements, which is partially offset
by an increase in the average premium per policy. Policies in force are decreasing because the number of
policy surrenders and lapses currently exceeds the number of new p011c1es reinsured. Average premiums
per pohcy increase as the insured grows older. .

Remsured Policy Revenues. Reinsured policy revenues decreased $1.1 million, or 8%, from
$13.9 million for the year ended December 31, 2002 to $12.8 million for the same period in 2003. This
decrease was primarily attributable to a decline in mortality and expense charges and asset-based
allowances resulting from a decline in average account balances in 2003 as compared to the same periods
in 2002 and the effect of policy surrender activity for our variable annuity business.
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Net Investment Income and Net Realized Gain on Investments. Net investment income decreased
$335,000, or 45%, from $742,000 for the year ended December 31, 2002 to $407,000 for the same period -
in 2003, primarily due to the decreased size of our fixed maturity securities-portfolio during 2003 as -
compared to 2002. The decrease in our fixed maturity securities portfolio resulted from the sale of
$9.9 million of fixed maturity securities in 2002, with $8.5 million of such amount being sold in December
2002. The.proceeds from these sales were predommantly held in cash and cash equivalents durlng 2003.

The purchases and sales activities by quarter aré shown in the table below .

Investment Purchases and Sales

. -Quarter Ended R ) R
Dec. 31, 2002 Mar. 31, 2003 June 30, 2003 Sept. 30, 2003 Dec. 31, 2003

Fixed maturity and equity

securities: , . : . , ‘ , , _
Balance, beginning of quarter... $11,731,349  $2,798,190  $2,325.836  $3,196,467  $ 9,310,881
Purchases ................. 499,550. - . — 1,054,615 6,568,300 9,208,384
Sales ....viieii .. .(8484338) . — - — (421,282)
Other activity .............. _ (948,371) _ (472,354) _ (183,984) _ (453,886) (330,315)
Balance, end of quarter........ § 2798190 $2325836  $3.196467  $9.310881  $17.767.668

Net realized gam on investments decreased $406,000, from $428,000 for the year ended December 31,
2002 to $21,000 for the same period in 2003. The decrease was due to the sale of $9.9 million of fixed
maturity securities in 2002 as compared to sales of only $421,000 of securities in 2003. Net realized gains
are caused by a decline in market yields, which resulted in an increase in.the fair value of the fixed
maturity securities in our portfolio. »

Benefits and Expensés S

Benefits, Claims and Settlement Expenses. Beneﬁts clarms and settlement expenses 1ncreased
$840,000, or 10%, from $8.4 million for the year ended December 31, 2002 to $9.3 million for the same
period in 2003. The increase was primarily associated with a lower incidence of life insurance death claims
in 2002 compared- to the incidence of death claims in 2003, an increase in'the average death claim-size,
and the increasing age of the policies reinsured, partially offset by a decline in the aggregate face value of
insurance. The aggregate face value of insurance underlying the polices we reinsured- at December 31
2002 was $8.5 billion compared to $7.6 billion at December 31, 2003. B : S

Change in Future Policy Benefits. Change in-future policy benefits decreased $471,000,-or 31%, from
$1.5 million for the year ended December 31, 2002 to-$1.1 million for the same period in 2003. The
decrease resulted from the aging of the policies and: the decrease in business in force reinsured on a
‘monthly renewable term basis. '

Reinsurance Expense Allowances, Net. Net reinsurance expense allowances decreased $382,000, or
4%, from $8.5 million for the year ended December 31, 2002 to $8.1 million for-the same period in 2003.
These amounts reflect the decrease in business in force due to policy lapse and surrender activity. The
decrease was also due to lower average account balances in 2003 as compared to the same periods in 2002
because of equity market performance.

Amortization of Deferred Acquisition Costs.  Amortization of. deferred acquisition costs decreased
$1.5 million, or 21%, from $7.0 million for the year ended December 31, 2002 to $5.5 million for the same
period in 2003. The decrease in amortization primarily resulted from additional amortization in 2002 due
to the then higher than expected surrender experience, including “unlocking” our near term surrender.
assumptions-to reflect the increase in our surrender- expenence (akin to-industry-wide surrender
experience). -
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Under current assumptions, and all else being equal, we do not expect that there would be increased .
amortization .in 2004 -from “unlocking” due to lower than expected equity market performance unless
separate account fund yields were to decline by 20% or more in 2004. SRR .

_ Operating Expenses ‘Operating expenses 1ncrcased $267,000, or 9%, from $3.1 million for the year l
ended December 31, 2002 to $3.4 million for the same period i in 2003. These expenses include salaries and
benefits, professional fees for legal, actuarial and accounting fees and other operating expenses. The
majority of the increase was attributable to an increase of $572,000 resulting from directors’ and officers’
insurance premiums, office operating expenses, professional fees, marketing expenses, taxes and licenses,
and shareholder communications. These increases were partially offset by a $301,000 decrease'in ‘salaries,
bonuses and recruiting expenses due to the reductions in staffing and employee bonuses.

Costs of Withdrawn Offering. During October 2002, we withdrew the registration statement for our
proposed initial public offering of 9.5 million shares of common stock. Offering costs related to our
withdrawn offering were $1.7 million for the year ended December 31, 2002. These costs, which consisted
primarily of legal, printing, accounting, and actuarial fees, were expensed during the quarter ended
September 30, 2002. We did not incur any similar expenses in 2003.

Interest Expense. Interest expense decreased $5,000, or 1%, from $380,000, for the year ended
December 31, 2002 to $375,000 for the comparable period in 2003. The decrease was due to the interest
associated with the $7.2 million'settlement paid to Western Reserve on Apnl 2, 2002 to fund the
reinsurance amendments that were effective January 1, 2002.

. Income Taxes. - Due to higher levels of income before income taxes, income taxes increased -
$209,000, or 26%, from $789,000 for the year ended December 31, 2002 to $998,000 for the same period
in 2003. Income before income takeés is comprised of income subject to taxes that is recognized and due in
the current period and income subject to taxes that is recognized during the current period but is due in -
future periods. The “small life insurance company deduction” available under Section 806 of the Internal
Revenue Code for qualifying life insurance companies can reduce the effective federal income tax rate
from 34% to less than 20% depending upon the amount of current taxable income. For the years ended-
December 31, 2002 and 2003, we had no current taxable income and, as a result, we were unable to take
advantage of any of the small life insurance company deduction. For 2003, however, we were subject to
altematlve minimum tax. Our effective tax rate was 34% in both 2002 and 2003.

In accordance with Statemcnts of Financial Accountmg Standards (“SFAS”) No. 109 Accounting
for Income Taxes, we have $2 4 million of net operating loss carryforwards, which begin to expire in 2018.
These net operating loss carryforwards at a 34% effective tax rate are included as an offset to the deferred
tax liability. It is our belief that it is more likely than not that the deferred tax assets will be realized as an
offset against future taxable income, however, if we do not have sufficient taxable income in the future to
utilize this asset, a write-off may result, thereby reducmg sour net income. S

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001
Revenues

Premiums. Premiums decreased-$1.2 million, or 6%, from $19.2 million for the year ended
December 31,2001 to $18.0 million for the comparable period in 2002. The majority of this decrease was
due to the conversion of all Western Reserve Financial Freedom Builder variable universal life policies-and
riders, issued from April 1, 2001 through December 31, 2001, which had been reinsured by us on a
monthly renewable term basis, to a coinsurance and modified coinsurance basis, effective January 1, 2002.

Reinsured Policy Revenues. - Reinsured policy revenues increased $2.7 million, or 24%, from-
$11.2 million for-the year ended December 31, 2001 to $13.9 million for the same period in 2002. This
increase. was due.to: (1) the conversion: of certain Financial Freedom Builder variable universal life .
policies .and riders, as described above; (2) the reinsurance, at a quota-share rate-of 20%, of the Western
Reserve Freedom Elite Builder variable universal life policies sold by the agents -associated with World
Financial Group and issued from July 1, 2001 through December 31, 2001; (3) the increase in our -
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reinsurance on a coinsurance and modified coinsurance basis, from a 10% quota share rate to a 14% quota
share rate, of all Western Reserve variable annuity policies sold by those agents and issued from -
January 1, 1999 through December 31, 2001; and (4) an increase in revenues from surrender charges in
2002 compared to 2001. These increases were partially offset by a decrease in mortality and expense
charges and asset-based, allowances resultmg frorn the decline in vanable annulty separate account
balances. v ~ - ‘

Net Investment Income and Net Realized Gain on Investments. Net investment income decreased
$69,000, or 8%, from $811,000 for the year ended December 31, 2001 to $742,000 for the same period in
2002, primarily due to.the decreased size of our investment portfolio. The décrease in our investment
portfolio resulted from the $7.2 million reinsurance expense allowance payment to Western Reserve in
April 2002, relating to the amendments of our reinsurance agreements effective January 1,7 2002, and a

greater pomon of our assets being invested in cash and cash equivalents in 2002. Net realized gain on
‘ 1nvestrnents increased $383 OOO from $45,000 for the year ended December 31, 2001 to $428,000 for the
same period in 2002. The increase was due to the sale of fixed - maturity securities during fourth quarter .
2002. We sold $9.9 million of securities in 2002 compared to $1.7 million of securities in 2001. These |
gains were caused by a decline in market yields, Wthh resulted in an increase in the fair value of the fixed
maturity secuntles in our portfollo

Beneﬁts and Expenses

Beneﬁts Clazms and, Settlement Expenses Benefits, claims, and settlement expenses increased
$2.1 million, or 33%, from $6 3 million for the year ended December 31, 2001 to $8.4 million for the same
period in 2002. The increase was primarily associated with a lower incidence of life insurance death claims
in 2001 compared to the incidence of death claims in 2002, the increasing age of the policies reinsured and
an increase in variable annuity death claims. The aggregate face value of insurance underlying the polices
we reinsured at December 31, 2001 was $9.1 billion compared to $8.5 billion at December 31, 2002.

Change in Future Policy Benefits. Change in future policy benefits decreased $886,000, or 37%, from
- $2.4 million for the-year ended December 31, 2001 to $1.5 millien for the same period in 2002, The
majority of this decrease was due to the conversion of all Western Reserve Financial Freedom Builder
.variable universal life p011c1es and, riders, issued from April 1, 2001 through December 31, 2001, which

had been reinsured by us-on a monthly renewable term basis, to a coinsurance and modified coinsurance -
basis, effective January 1, 2002. ‘ :

Reinsurance Expense Allowances, Net. Net reinsurance expense allowances increased $17,000, or

" less than 1%, for the year ended December 31, 2001 compared to the same period in 2002. These amounts
are reflective of the increase in business in force primarily attributable to the amendments to our
reinsurance agreements effective January 1, 2002, oﬂset by the decrease in business in force due to lapse
and surrender activity.

Amortization of Deferred Acquisition Costs. Amortizatibn of deferred acquisition costs increased
$3.1 million, or 79%, from $3.9 million for the year ended December 31, 2001 to $7.0 million for the same
period in 2002. Higher than expected surrender experience, including “unlocking” -our near term surrender
‘assumptions to reflect the increase in our surrender experience (akin to industry-wide surrender
experience), and lower than expected equity market performance of the separate account balances
contributed to $2.8 million of the increase in amortization for the year ended December 31, 2002, as
compared to the same period in 2001. In addition, amortization increased due to new business reinsured,
including the amendments to our reinsurance agreements with Western Reserve effective January 1, 2002,

- Under current assumptions, and all else being equal, if separate account fund yields exceed 5% for
2003, we do.not expect that there would be mcreased amortization in 2003 from “unlocking” due to lower
than expected equity market performance. If separate account fund yields are 0% for 2003 we would
expect additional amortization of approximately $500,000 for 2003 from “‘unlocking” due to lower than
expected equity market performance.
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Operating Expenses. Operatmg expenses increased $1.1 million, or 60%, from $2.0 million for the -
year ended December 31, 2001 to $3.1 million for the same period in 2002, These expenses include
salaries and benefits, professional fees for legal, actuarial and accounting expenses and othér operating
expenses: The ‘majority of the increase for the year ended December 31, 2002 was attributable to a
$752,000 increase in salaries, bonuses, benefits and recruiting expenses due to the employment of -
additional staff, a $221,000 increase in our directors’ and officers’ insurance premiums, and a $128,000~
increase in 1egal fees.

Interesl Expense Interest expense increased $2,000, or less than 1%, from $378,000, for the year
ended December 31, 2001 to $380,000 for the comparable period in 2002. The increase was due to the
interest associated with the $7.2 million settlement paid to Western Reserve ‘on April 2, 2002 to. fund the
reinsurance amendments that were effective January L, 2002. . .

Costs of thhdrawn Oﬁ"ermg During October 2002 we w1thdrew the registration statement for our
proposed initial pubhc offering of 9.5 million shares of common stock. Offering costs related to our
withdrawn offering were $1:7 million for the year ended December 31, 2002. These costs, which consisted
primarily of legal, printing, accounting, and actuarial fees, were expensed during the quarter ended -
September 30, 2002 We did ot incur any sirhilar expenses in 2001.

Income Taxes.. Due to lower levels of income before income taxes, income taxes decreased

$1.6 million, or 67%, from $2.4 million for the year ended December 31, 2001 to $789,000 for the same
period in 2002. Income befor¢ income taxes is comprised of income subject to taxes that is recognized and
due in the current period and income subject to taxes that is recognized during the current period, but is
due in future periods. The “small life insurance: company deduction” available under Section 806 of the
Internal Revenue Code for qualifying life insurance companies can reduce the effective federal income tax
raté from 34% to less than 20% depending upon the amount of current taxable income. For the year ended
December' 31, 2002, we had no current taxable income and, as a result, we were unable to take advantage *
of any of the small life insurance company deduction. Durlng 2001 our effective tax rate was 30%, as
compared to-34% in 2002.

In accordance with SFAS No. 109, Accounting for Income Taxes, we have $8.4 million of net
operating loss carryforwards, which begin to expire in 2018. These net operating loss carryforwards at a' .
34% effective tax rate are included as an offset to the deferred tax liability. It is-our belief that it is more
likely than not that the deferred tax assets will be realized as an offset against future taxable income,
however, if we do not have sufficient taxable income in the future to utilize this asset, a write-off may
result thereby reducing our net income.
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Quarterly Results of. Ope’rations :

The following table presents certain unaudited quarterly consolidated statements of income data for
the eight-quarter period ended December 31,:2003, as.well as the percentage of total revenue reprcsented
by each item. The information has beén’ derived'from the unaudited consolidated financial statements. The
unaudited consolidated financial stateménts havé been prepared on substantially the same basis as the
audited consolidated financial statements contained herein and all adjustments, consisting only of normal-
recurring adjustments, which we consider to be necessary to present fairly this information when read in.-
-conjunction with the consolidated financial statements and notes thereto appearing elsewhere herein. The
results of opérations for any quarter are not necessarily indicative of the results to be expected for any
future period. A '

Quarter Ended

Mar. 31 June 30  Sept. 30  Dec. 31 - Mar. 31 June 30  Sept. 30  Dec. 31
L2002 2002 . 2002 2002 2003 2003 2003 2003

(Dollars in thousands)

Revenues:

Premiums . .. ......oooennn L 784557 $4,533 . $ 4485  $4410  $4,388  $4.364  $4,332 . $4318
Reinsurance_»policy revenues . .. i 3,596 3,559 3,442 3,263 3,232 3258 3,200 3,106
'Net investment income ....... 214 188 168 172 83 88 95 141
Net realized gain (loss) on e _ - . o
mvcstments O - 8 (0. — 420 — — - 21
Other income........, A " — — — — . — 5 10 48

Total revenues .. ........ e 8,375 8,279 ' 8,095 8,265 7,703 7,715 7,637 7,634

Benefits and expenses:

Benefits, claims and settlement . ‘
expenses . . ... i 2,034 2,638 2,135 1,622 2,276 2,455 . - 2,213 . 2,325

Change in future policy benefits 447 _ 411" 353 315 311 - . 196 309 . 239
Reinsurance expense allowances, : ; : . - '
Dt .. 2,_209 2,125 2,101 2,082 2,074 2,082 2,002 1,978
Amortization of deferred ‘ ' - o - '
:acquisit_ic‘)n‘ COStS ...l L1119 - 1,072 50 2,484 2,349 1,375 1,281 . 1,566 1,314
Operating expenses ........... 727 694 81'3 884 - 877 945 765 800
Interest expense. .. . ... S 94 - ¢ 97 . . 95 . 95 - 92 94 S 95 . 94
Costs of withdrawn offenng o = I,712 . —_— — — R —
Total bcneﬁts and expenses ...... 6,630 7 7,037 ' 9,693 7,347 7,005 7,053‘ 6,950 6,750
Income,(loss) before income E . e R - :
fax.............. e 1,745 1,242 (1,598) 918 698 662 . 687 884
Income tax (expense) benefit .. .. (593) (419) - = 535 (312) (237) (225) (235) (301)
Net income (loss) ............. 81,152 § 823 $(1,063) $ 606 $ 461 $ 437 $ 452 -$ 583
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The following table sets forth, as a percentage of total revenue, certain.line items in the consolidated
statements. of income for the periods indicated:

Quarter‘ Ended .

Mar. 31 . June 30  Sept. 30 Dec. 31  Mar. 31 . June 30 Sept. 30  Dec. 31
2002 - 2002 2002 2002- 2003 2003 2003 2003

(As-a percentage of ‘total revenue)

Revenues: : :
Premiums ................... 54% 55% 55%  53%  57% 57%  57% 56%
Reinsurance policy revenues. . . . 43 43 43 40 42 42 ) 41
Net investment income. . ... ... Y 2 2 2 1 | 1 2
Net realized gain on investments 0 0 0 5 0 0 0 0
Other income .. .............. C— — — = = — - 1
Total revenues™................. 100% 100%  100% 100% 100% 100% 100% 100%

Benefits and expenses:
Benefits, claimis and settlement

EXPENSES L. 1ottt 24 32 26 20 30 32 29 30
Change in future policy benefits 5 5 5 4 4 2 a3
Reinsurance expense allowances, ' o

net....... e e 27 26 26 25 27 - 27 26 26
Amortization of deferred ' ' ST

acquisition costs. .. ......... 13 . 13 31 28 18 17 - 21 17
Operating expenses ........... 9 -8 10 11 11 12 0 - i

 Interest EXPENSE . ... ... ..... - 1 | I [ L I S |
Costs of withdrawn offering . . .. 0 0 21 0 0 0 0 .0
Total benefits and expenses ... ... 79% 85% 120% 89% _ 91% oN%  91% 88%
Income (loss) before income A ' ,
tax ..o e 21 15 (20) 11 9 9 9 12
Income tax (cxp‘ense)‘beneﬁt e (7) (5) ‘ 7 4 - (3 (3) (3) (4)
Net income (1088) .............. - 14% - 10% . (13)% 7% 6% 6% 6% 8% .

Historically, our operations and related revenues and operating results have varied substantially from
quarter to quarter, and we expect variations to continue. Our quarterly operating results will continue to.
. vary significantly depending on a number of factors, including fluctuations in demand for reinsurance
products and variable life insurance and annuity products, as well as the sales price and resulting gross
margin for specific reinsurance contracts.-A high percentage of our operating expenses, particularly
personnel, marketing and rent are relatively fixed in advance of any particular quarter.

Investments

As of December 31, 2003, we had invested assets totaling $30.6 million with an unrealized gain of
$132,331, net of taxes. The table below shows the aggregate amounts of fixed maturity securities, equity
securities, cash and cash equivalents, and reinsured policy loans comprising our portfolio of invested assets:

‘ - At December 31,

2001 2002 ‘ 2003
Fixed maturity securities ... ..................... $12,214279  $ 2,798,190  $15,267,477
Equity securities . ................ T — — 2,500,191
Cash and cash equivalents ...................... 8,062,110 _ 15,858,256 11,580,045
Reinsured policy loans...........0.............. 1,013,629 1,115,994 . 1,270,711
Total invested assets ......................... $21,290,018  $19,772,440  $30,618,424




As of December 31,2003, the fixed maturity- portion of our invested asset portfolio had a dollar
weighted average Moody’s rating of Aa3, an average duration of 3. 3 years and an average yield to maturity
of 4.0% before 1nvestment expenses.

-The followrng table summarizes the farr value of our 1nvested assets at the dates 1ndrcated
‘ 'At December 31

. 2001 ©o2002 - 2003

U.S. governiment agency ................... T8 216308 % T — 'S 4,032,188
COTPOTATE ...\ e e e, 7,434,498 1,237,450 10,849,743
Asset- backed secufities ... .. ....... L ..... . 1,661,456 416,559 -
Mortgage -backed securities. . . .. U . © 2,902,017 . 1,144,181 385546

Total fixed maturlty securrtles col e $12,214,27.9 $ 2,798,190 . $15,267,477
Equrty securities. .. ...i .. ... e = So— 2,500,191
Cash ‘and cash equivalents ool 8,062,110 15,858,256 11,580,045
Reinsured policy loans. ... . . ... Lo 1013629 1,115994 T 1,270,711

Total invested assets ........... e $21,290,018 $19,772,440 $30,618,424

“The followrng table summarizes the fair value by contractual maturltles of our. ﬁxed matunty »
securities portfoho at the dates indicated.

At December 31, )
2001 2002 - 2003

Due in less than-one year ........0.......c....... $ 615406 $ 611,784 = § 912,255
"Due after one through five years B R TP 6,825,383 625,666 8,891,136
Due after five through ten years. R ' 210,017 ‘ — 5,078,540
© Asset-backed securities ...........: S e 1,661,456 416,559 ° = —
Mortgage- backed SCCUTHties .. ..o 2,902,017 0 114,181 385,546
“Total ............. R PR $12 214279 $2,798,190  $15,267,477

The followmg table summarlzes the composmon of the fair value of our fixed maturrty secuntres )
portfolio at the dates indicated by, rating as assigned by S&P or Moody’s, us1ng the higher of these ratmgs
for any securrty where there is a spht rating.

. At.December 31‘,

Rating ' o ' I 2000 2002 2003
AAA/Ada.. ... PR e L. 3% 56% . 2%
LAAJARL .. AT T e S ST 15 18 -
SIATAD 397 29 - 50
BBB/Baa2 .. ... oLl e U T R
BB/Ba2 ......... . ot L= = -
B/B2.....,...;;.';;'.',..‘.'...'.7.L..;..',.‘...;’..'.v-ﬁ'...._._ ........ PO — — — LT
CCC/Caa or lower,. or-not rated..‘........'...'....' ............ e L - | — »{:;,,
STt T S - 100% © 100%  100%- -

Segment Reportmg

+-We have deﬁned -our reportable segments based on the nature of our reinsurance agreements and the . -
accounting treatment used for the.various reinsurance, agreements. For definitions of .these segments and -
associated financial information, refer to Note 13 of the Consolidated Financial Statements. .. -« - -t -
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quuidity and Capital Resources

To grow our life and annuity business, we use cash to pay for the initial marketing and underwriting
expenses of the policies we reinsure. These same policies thereafter provide cash from premiums, policy
“charges and policy fees over their lifetime. We also use cash to pay for policy claims, policy. benefits and
operating expenses which include: salaries and benefits, and professional fees for rnanagement, legal,
investment, custodial, accounting, tax and consulting services. In addition to operating cash flows, cash is
provided by and used in financing activities we undertake to increase our capital pos1t10n and through
activities assocrated with our invested assets.

Our pnmary sources of liquidity were $15.3 million in fixed maturity securities available for sale, .
$11.6 million in consolidated cash and cash equivalents, and $2.5 million of equity securities at -
December 31, 2003. The effective duration of our fixed maturity portfolio is 3.3 years with 100% of the
fixed maturity securities having an effective maturity of less than 10 years. Our fixed maturity -portfolio
represents 50% of our total invested assets, and has an average Moody’s quality rating of Aa3:.We have
gross unrealized losses of $16,000 and gross unrealized gains of $217,000 on our fixed maturity and equity
securities as of December 31, 2003. For additional information pertaining to our 1nvestments refer to’
Note 3 to the Consohdated Fmanmal Statements.

Our capital structure consists of short term debt and equity. Our short-term debt is compnsed of a
$5 million, five-year convertible term note to Money Services, Inc. due on July 29, 2004. Money Services
is a subsidiary of AEGON USA, Inc. Proceeds of this note were used to reduce a portion of the
outstanding principal balance on a line of credit with Money Services. Interest is payable on the note at
7.5% per annum (except in the event of redemption), on the 29th of each succeeding January and July
through and including July 29, 2004. Money Services has the right to convert the outstanding principal
balance of this note into common stock at any time. Upon conversion, Money Services would receive
6.255 shares of common stock for each $100 of the outstanding principal amount of the note, for a total of
312,750 shares; which reflects our three-for-two stock split.in 2001. We have the option to redeem the
note, in whole or in part, before maturity. To redeem the note before maturity, we must pay all principal,
plus interest accrued from the date of the note through the rédemption date at a higher effective interest

rate of 9% per annum. As of December 31, 2002 and 2003, we had an outstandmg principal balance on
the term note of $5 million and accrued interest of $158,000.

Operang Cash Flows. Under the renewable term reinsurance agreements, premiums typically Vary
in proportion with the expected mortality claims reinsured. Our cash inflows-under the renewable term
agreemeénts are’ premiums for the mortality risk reinsured. Our cash outflows are reinsurance expense
allowances and death benefit claims. The reinsurance expense allowances représent our share of acquisition
and matntenance expenses incurred by the ceding life company that are attributable to the nsks remsured
by us.

Under the ‘coinsuranc'e and modified coinsurance agreements, since we are reinsuring risks on
essentially the same basis as that of the original policy, reinsurance premiums are materially greater than
premiums received on the renewable term reinsurance. During the first year in which a policy is reinsured
on a coinsurance basis, we are required to reimburse the ceding life company for our share of acquisition
costs, including first year commissions and issuance: expenses. Thereafter, we reimburse the ceding life
company for our share of renewal commissions and maintenance expenses. Further, under modified
coinsurance, the ceding life company does not transfer the reserves or the invested assets related to
reserves in suppoit-of reinsured policy benefits (e.g., cash values). Accordingly, because of the type of
reinsurance and the basis reinsured, the net first year cash outlays could be as much as, or more than, that
year’s premiums paid for variable universal life insurance, and as much as 10% of variable annuity
premiums. After the first policy year, our cash outlays for reinsurance. allowances are 51gn1ﬁcantly lower

Net cash flows provided by (used rn) operating activities were $11.1 million, ($341,000) and
$10.8 million for the years ended December 31, 2001, 2002 and 2003, respectively. Cash flows provided by
operations in 2003 relating to.new policies reinsured under coinsurance and modified coinsurance reflected
net payments of $156,000 to Western Reserve to reinsure policies issued in 2003, and cash flows provided
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by operations for policies previously in force under coinsurance ‘and modified coinsurance:and. by all
policies reinsured under renewable term reinsurance of $12.0 million: Other cash flows used in operating
act1v1t1es of $1.0. m11hon in 2003 were the result of cash payments for operatmg expenses and.inferest
expenses. ‘ : .

Cash flows used in operating activities in 2002 relating to new policies reinsured under. coinsurance.’
and modified coinsurance were $10.2 million and were primarily the result of the $7.2 million settlement
paid to Western Reserve in ‘April 2002 to increase the amount of business we reinsure as a result of the
reinsurance amendments, settlements paid to.reinsure pol1c1es 1ssued in,2002 as a result of . those
amendments, and settlements paid to American -Skandia to reinsure pohcxes issued 1n~2002 These were
offset by $14.8 million of cash flows provided by- pohc1es relnsured -under coinsurance. and modlﬁed '
coinsurance prior to 2002 and by all policies reinsured under renewable term reinsurance. Other cash flows
used in operating activities of $4.9 million in 2002 were the result of cash _payments for operating €xpenses,
‘income taxes and 1nterest expenses. . . B -

Cash flows prov1ded by operat1ons in 2001 relatmg to new p011c1es remsured under coinsurance and
modified coinsurance reflected payments of $2.0 million to Western Reserve'and Amencan Skandia’ to
reinsure policies issued in 2001, and cash flows provided by operations for pohcles prev1ously in force
under coinsurance and modified coinsurance and by all policies reinsuréd under renewable term
reinsurance of $15.1 million. Other cash flows used in operating activities of $2.0 million 2001 were the
result of cash payments for operating expenses, income taxes and 1nterest expenses The followmg table
summarizes the componénts of operatmg cash flows.

Operating Cash Flows from

Co/ModCo ~ Co/ModCo ‘
Reinsurance - Reinsurance Renewable Other .. Total

- . Assumed in - Assumed " Term .Operating - - Operating, .
Calendar Year of Reporting (CYR) CYR Prior to CYR - Reinsurance  Cash Flows - Cash Flows
: ' (In millions) . _ C
2003 ... $(02) - $78 $4.2° $(1.0) """ $10.8
2002..... e ERRREEE (10.2) . 9.5 .33 S (49) R 0.3)
2001 ... e e Qo 87 . 64 Qo) '11-1"

At this time we are exploring financing strategxes to fund transactions. The amount, timing, receipt
and cost of additional capital may determine the extent we choose to take advantage of the nghts we have ‘
under our agreements or to enter into new ‘reinsurance transactions.. :

Investment Cash Flows. We generally receive premlums in advance of paymg related beneﬁts and
claims. In addition, some policies we reinsure require that we credit interest on funds that are: depos1ted
- with us. We invest these assets in securities that will provide a return and cash flow stream. that are
consistent with these benefits. Investment cash flows are the result of buying, selling and holdlng these
securities in addition to activities relating to buying and selling fixed assets.

Tt

‘Net cash flows provided by (used in) investing activities were ($6.2 million), $9.3 million and,
($15.0 mllhon) for the years ended December 31, 2001, 2002 and 2003, respectively. The cash flows used
in investing activities of $15.0 million in 2003 _primarily related to our purchase of $14.3 mllhon of fixed, -
maturity securities and $2.5 million of equity ; secuntles The cash flows provided by investing activities of
$9.3 million in 2002 were the pnmanly the result of $10.5. million of proceeds generated.from the sale and
maturity of available for sale securities. The cash flows used in investing activities of $6.2 m11hon in 2001
primiarily related.to our purchase of $8.1 million of fixed maturity securities. We have 1ncurred no
significant capital expenditures during 2003.

Financing Cash Flows. Financing cash flows relate primarily to activities associated with our capital
position. Net cash flows used in.financing activities were $1.1 million, $1.1 million and zero for- the years'
ended December 31, 2001, 2002 and 2003, respectively. There were no cash flows provided by or used in --
financing operations in 2003, Cash flows used in financing activities in 2002 related to the withdrawal of.- =
the registration statement in October 2002 for our proposed initial public offering of 9.5 million shares of - : -
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- common stock. The registration statement was withdrawn due to unfavorable market conditions. Cash
flows used in financing activities resulted in $1.7 million of deferred offering costs expenses in 2002, offset
- by $577,000 of -cash paid-for deferred offering costs in 2001, which had been previously recorded as
prepaid expenses on the consolidated balance sheet. Cash flows used in financing activities in 2001 related
to principal payments on the Money Services line of credit, dividends paid on our preferred stock and cash
- paid for deferred offering costs which had been recorded as prepaid expenses.

Restrictions.  Global Preferred Holdings, Inc. is a holding company with no direct operations, and
whose principal ‘assets ‘are the capital stock of its subsidiaries and $4.0 million of cash and invested assets,
as of December 31, 2003: Global Preferred Holdings, Inc. relies primarily on funds retained at the holding
~company level, debt service on' amounts: loaned to Global Preferred Re, management service fees from its
subsidiaries and potential-dividends from Global Preferred Re to meet ongoing cash requirements. The
ability of Global Preferred Re to-pay-dividends to Global Preferred Holdings is subject to, among other
things, regulatory restrictions under the insurance laws of Bermuda, which are discussed in Note 9 to the
Consolidated Financial Statements. As,of December 31, 2003, Global Preferred Re had total statutory
capital and surplus of $22.6 million, which includes up to $7.4 million available to distribute in dividends
without seekmg regulatory approval..During the year ended December 31, 2003, Global Preferred Re paid

"no dividends to. Global Preferred Holdlngs Inc. , o

Under our reinsurance agreements, we are required to provide security through a letter of credit for
the benefit of the ceding life companies. We have three letters of credit issued by Comerica Bank, our
custodian, for the benefit of Western Reserve, Pacific Life and Kemper, in the amounts of $5.5 million,
$50,000 and $300,000, respectively. We' assess our letter of credit needs in support of each reinsurance
agreement. If determmed to be necessary, we ‘will undertake to develop facilities for future letters of credit
.and trust arrangements in support of additional reinsurance agreements.

Contractual Obligations and Commitments

The‘following table shows our contractual obligations and commitments including our payments due
by period. Refer to Note 10 to the Consolidated Financial Statements for further details. :

Total 12004 2005 2006 - 2007

S . C , (In 000s) ,

" Short-term debt. ................. e $5375.0° $53750 $ — §$ — § —
Office lease ..."............. PR 4897 97.6 1239 . 1321 1361
Operating 1easesr o 75.2 37.0 -+ 37.0 12 — .

Total .l S ... $5939.9 $5509.6 $160.9 $1333  $136.1 -

Currency

oy

At December 31, 2003, we had written all of our reinsurance business in U.S. dollars. If, in the
future, we write business in currencies other than the U.S. dollar, we intend to-invest a portion of the
premiurns collected on the reinsurance contract in securities denominated in the same foreigh currency as
the' premium recelved We also 1ntend to con51der and evaluate our forergn currency exchange nsk and
hedge our exposure ‘ - :

Inﬂatlon

The eﬁects of. 1nﬁat1on have not had a matenal impact on our operations or the conduct of our .
business. Inflationary trends.are typically countered by a tightening monetary policy by the U.S. Federal -
Reserve, resulting in increases in interest rates. Rapid and severe interest rate increases could have a - -

- significant and negative impact on the.value of our fixed income portfolio. . .
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Off Balance Sheet Arrangements

We have no obhgatrons assets or habrhtres other than those disclosed in our financial statements, no .
trading activities involving non- exchange traded Contracts accounted for at fair value, and no relationships
and transactions with persons or ent1t1es that denve beneﬁts from therr non- 1ndependent relatlonshlp wrth :
us or our related partres -

Pt At Y

Recent Accountmg Pronouncements

Vot

For a discussion of certain recently issued accounting pronouncements, refer to. Note 2to the =
Consolidated Financial Statements

Forward- Lookmg Statements .

Certain statements made in this report are: “forward Jooking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995 and.are subject to the “safe-harbor” provisions of that
Act. Additionally, any written or oral statements made by us or.on our behalf ‘may include forward-looking
statements. that reflect.our current views with respect to future events and’financial performance. These
statements may include; but are not limited to statements relating to reinsurance revenues, gross profits,
cash flows, and net income in future periods. Such statements often include the words “believes,”

“expects ” “assumes,” “predicts,” “continue,” “potential,” “should,” “could,” “can,” “may,” *“will,”
“proposes,” “anticipates,” “intends,” “plans,” “estimates,” “projects,” and variations or negations of such
expressions or similar expressions. When we make forward-looking statements, we are basing them on our
management’s beliéfs and assumptions, using 1nformat10n currently available to us. Because such forward-

looking statements involve risks, both known and unknown and uncertainties, there are important factors
that could cduse actual results to differ matenally from those expressed or implied’ by such forward- lookrng
statements, 1ncludmg but not limited to:

e RN Y1

3 &

« The amount, trmmg, receipt, and cost of addltlonal capital to fund our exercise: of the nghts to .
increase our reinsurance business with Western. Reserve : e '

+ A decrease in the level of demand for our reinsurance business, or 1ncreased competltron in the )
industry; :

. Extent to which we' are ahle to develop 'néw 'reinsuranCe programs ’
+ Adverse remsurance experlence 1nclud1ng death clalms and surrenders S
. Estrmates of reserves ) . B
+ Assumptions used i dn accountmg for deferred acqursltlon costs
. Negotratron of re1nsurance agreements, o
« Our cash requrrements, »

* Availability of capital on acceptable terms;
+ Our ability to compete successfully; .

s+ The passage of federal or state legislation subjectlng our business to additional supemsron or
regulation, 1nclud1ng addmonal tax regulation, in the United States or other jurisdictions in which
we operate; and

+ Changes in economic conditions, including interest rate and equity market conditions, which could
affect our investment portfolio and reinsured policy revenues.

These forward-looking statemerits are subject to change and uncertainty that are beyond our control -
and have been made based upon our expectations and beliefs concerning future developments and their
potential effect on our business. We cannot assure you that future developments will be in accordance with
our expectations. or that the effect of future developments will be those we anticipate. Actual results could
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differ materially from those we expect, depending upon the outcome of certain factors, including those
described .in the forward-looking statements. We caution readers not to place undue reliance on these
forward- lookrng statements, which speak only as of their dates. We have described some important factors
that could cause our actual results to differ matenally from our expectations in “Factors That May Affect”
Future Results of Operatrons included as Exhibit 99.1. You should carefully review these risks and
additional risks described in other documents we file from time to time with the Securities and Exchange
Commission, mcludlng quarterly reports on the Form 10-Q. Except as otherwise required by federal
securities laws, we undertake no obligation to publicly update or revise any forward lookmg statements,
whether as a result of new information; future events or otherwrse : .

Item 7A. Quanutattve and Qualttattve Disclosures About Market Risk

We seek to earn a favorable nsk adjusted total return on our assets by engagmg in an mvestment
strategy that employs strategies to manage investment risk. We attempt to maintain adequate liquidity in
our fixed income portfolio to fund operations-and protect against unexpected events. We have diversified
our portfolio to reduce volatility. We seek to manage our credit risk through industry and issuer
diversification, .and inter¢st rate risk by monitoring the duration and structure of our investment portfolio
relative to the duration and structure of our liability portfolio. We are exposed to potential loss. from -
various market risks, primarily changes in interest rates and equity prices.” Accordingly, earnings would be
affected by: these.changes. We manage our market risk based on 1nvestment pohcres approved by our -
board of drrectors - : :

We do not. drrectly manage ‘the allocatlon of our assets to strategies or underlying funds, nor do we
control the mannér in which they are invested by underlylng fund managers. We utilize an 1ndependent
investment manager to invest our assets in accordance with our investment guidelines. Conning Asset
Management Inc., a subsrdrary of Swiss Reinsurance Company, has been our investment _manager since
June 1998. Conning has discretionary authority to manage our non-cash investment portfolu_). As a result,
the performance of our ‘aggregate investment portfolio depends largely on the ability of Conning to select
and manage appropnate investments. However, we consistently and systematically monitor the strategies
and funds in wh1ch we are; 1nvested and we beheve our overall risk is limited as a result of our selected
strategy :

Our cash and fixed income investment portfolio includes investments that are subject to changes in
market values with changes in interest rates. The impact on our cash and fixed income investment
portfolio from an immediate 100 basis point increase in market interest rates-would have resulted in an
estimated decrease in fair value of 1.7%, or approximately $468,000, on a portfolio valued at approximately
$26.8 million at December 31, 2003. The impact on our cash-and fixed income investment portfolio from
an immediate LOO basis point decrease in market intérest rates would have resulted in-.an estimated
increase in fdir value of 1.7%, or approximately $465,000. The foregoing reflects the use of an immediate
time horizon. Credit spreads are assumed to remain constant in these hypothetrcal examples




Item 8. Financial Statements and Sup;)lémentary Data
The following financial statements are attached_ hereto commencing on page F—l._v
+ Independent Auditors’ ReoOrts |
« Consolidated Balance.Sheets. at December 31, 2002 and 2003

. Consohdated Statements of Income for the years ended December 31, 2001, 2002 and 2003

» Consolidated Staternents of Stockholders Equlty and Comprehenswe Income for the years ended
December 31, 2001, 2002 and 2003

. Consohdated Statements of Cash Flows for the years ended December 31, 2001 2002 and 2003

« Notes to Consohdated Fmancral Statements for the years ended December 31, 2001 2002 and 2003

Item 9. Changes in and Disagncements wirh Accountants on Accounting and Financia_l Disclosure

On June 19, 2003, we dismissed. KPMG LLP as our principal accountant. The decision to dismiss
KPMG LLP was made by the Audit Committee of the Board of Directors in consultation with
management after soliciting proposals from KPMG LLP and other auditors. The audit reports of KPMG
LLP on our consolidated financial statements as of and for the vears ended December 31, 2001 and 2002,
did not contain any adverse opinion or disclaimer of opmron, nor were they qualified or modified as to
uncertainty, audit scope or accountmg principles.

In connection with the audits of our two fiscal years ended December 31, 2002 -and the subsequent
interim period through June 19, 2003, there were no disagreements with KPMG LLP on any matter of
accounting principles or practrees ﬁnanc1a1 statement disclosure, or auditing scope or procedure, which
disagreements, if not resolved to. KPMG LLP’s satisfaction, would have caused KPMG LLP to refer to
the subject matter of the dlsagreements in connection with-their report.

On June 19, 2003, the Audrt Committee engaged Deloitte & Touche LLP as our certifying ~
accountants. for. the fiscal year énded December 31, 2003. During the two most recent fiscal. years and
through the date of engagement, neither we nor anyone engaged on our behalf has consulted with
Deloitte & Touche LLP on items regarding either:'(1) the application of accounting principles to a-
specified transaction, either completed or proposed;-or the type of audit opinion. that might be rendered on
the Registrant’s financial statements; or (2) -any matter that was either the subject of a dlsagreernent (as -
defined in Item 304(a) (1) (iv) of- Regulatlon S K) ‘with our former auditor or reportable event (as deﬁned
in Item 304(a) (1) (v) of Regulatlon S K) : :

I

Item 9A Controls and Procedures S

‘As*of the most Tecent ﬁscal quarter end we carried out an evaluation-of the effectiveness of our
disclosure controls and procedures: (as defined by Rule 13a-14(c) of the Securities Exchirge Act of 1934)
under the superv151on and with the participation of our chief executive officer and chief finaricial officer.’
Based on and as of the date of such evaluation, the aforementioned officers have concluded that our
" disclosure’ controls and procedures were effective, in all material aspects, to ensure that information

required to be disclosed in-the reports we file w1th the Commlsslon is recorded processed summarized
and reported-as and when required. e . »

There were no significant changes in our internal controls or other factors that could significantly
affect these controls subsequent to the date ‘our chief executive officer and chief financial officer carried
‘out their evaluation. There were not s1gn1ﬁcant deficiencies or material weaknesses identified in the
evaluatlon and, therefore, no corrective actrons were taken.
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- PART HI

Item 10. Directors and Executive Officers of the Registrant

The directors and executive officers and their ages as of the date of ‘this report are as follows:

Name ' Age . - Position
Edward F. McKernan®@® 43 Director, Chref Executive Officer and Pre51dent,
B C B 'President, Chief Executive Officer and
ot ' ‘ ‘Chairman of Global Preferred Re ‘
" ‘Bradley B. Barks............... .... 44  Chief Financial Officer and Senior Vice

President of Finance; Senior Vice President of
- o S . Finance of Global Preferred Re o
Caryl P. Shepherd .............. ... 34  Chief Accounting Officer, Treasurer, Controller,
: : : : Secretary and Vice President; Chief Financial
Officer, Vice President and Treasurer of Global
Prcferred Re

Thomas Bobowski.......... ©...0... 45 Vice President of Marketmg

Joseph F. BaroneV®®®. . . 61 Chairman of the Board of Directors

Monte Holm@®W® EER - 46  Director ' S :

Thomas W. Montgomery®® > -7’55 " Director; Difector of Global Preferred Re
“Milan M. Radonich®®®@ ..., © 53 “Director | -

C. Simon Scupham(')(z) . 50 Director; Director of Global Ereferred_,Reyi' '

(1) Member of the Audit Committee,

(2) Mcmbcr of the Compensatron Commrttee -
(3) Membcr 'of the Investment Commlttee B
(4) Member of the Capital Finance Committee

(5) Member of the Nomination Committee .
The followmg is addrtlonal information concernmg each of our executlve officers and directors.

v Edward F McKernan has served as a drrector since August 1997 Mr McKernan has served as our.

~ Chief Executive Officer since January 2002, and as President since December 2000.. Mr.-McKernan was
elected as Pres1dent of our subsidiary, Global Preferred Re Limited (“Global Preferred Re”), in -
December 2000, as-a director in April 2002, and as Chief Executive Officer and Chairman in February’
2004. Mr. McKeman served as the Actuary for Global Preferred Re from April 1996 until October 2002.
From December 1997 until March 2002, Mr. McKernan served as Chief Financial Officer of Global
Preferred. From August 1995 until December 2000, Mr. McKernan served as Senior Vice President of .
Global Preferred and Global Preferred Re. From April 1996 until June 2001, Mr. McKernan was also
Senior Vice President and Actuary of World Marketing Alliance, Inc..Prior to joining Global Preferred, he
was a Senior Manager in the Life Actuarial Consulting Practice of KPMG LLP from, 1993 through 1996. .
From August 1990 through-September 1993, Mr. McKernan was the Marketing Actuary of - - st
U.S. Operations for Seaboard Life Insurance Company. Prior to his tenure with Seabeard Life,

Mr. McKernan was employed as a consultant associated with Tillinghast, a. Towers Perrin company, an-. "
internatienal-actuarial .consulting firm. He is a Fellow of the Society of Actuaries-and 2 Member of the
American Academy of Actuaries. He serves on the investment, capital finance and nomination committees,
of the board of drrectors
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Bradley E. Barks has served: as our Chief Financial Officer and Senior Vice President of Finance
since March 2002, and as Senior- Vice President of Finance of Global Preferred.Re since September 2002,
and Actuary of Global Preferred Re since October 2002.-Mr. Barks also served as'Chief Finaneial Officer
of Global Preferred Re from. September 2002.until February 2004. .Prior to joining Global Preferred,

Mr. Barks was. self-employed as an independent financial and management consultant. From 1990 te 2000,
Mr. Barks servéd as Senior Vice President — Finance of LifeUSA Holding, Inc.:and its successor
comparny Allianz Life Insurance Company. of North America.. Prior to his:tenure with LifeUSA;

Mr. Barks-was employed as a’Senior- Consultant for Touche Ross & Co. from 1981.to 1990. Mr. Barks is
a certified public accountant, a‘Fellow of the*Society of Actuanes and a member of the Amencan
Academy of Actuaries: .- pe o Sl K

Caryl P. Shepherd has served as Chref Accountlng Oﬁicer since February 2002 as Secretary smce

* December 2001, as Vice President since December 2000, as Vice President and Treasurer of Global
Preferred Re since December 2000, and as Chief Financial Officer of Global Preferred Re since February
2004. Ms. Shepherd joined Global Preferred in November 1997 as Controller and was named Treasurer in
December 1997, positions she continues to hold. Ms. Shepherd held the position of Assistant Secretary -
from December 2000 until her electlon as Secretary. From April 1995 through October 1997, ‘
Ms. Shepherd was a Senior Accountant with Western, Reserve Life Assurance Co. of Ohio (“Westem
Reserve’ ). Prior to her tenure with Western Reserve, Ms. Shepherd was a Senior Auditor for the pubhc ;
accountlng ﬁrm of Ernst & Young LLP specializing in life insurance. Ms. Shepherd is a certified public
accountant, a Fellow of the Life Management Inst1tute and a member of the Amencan Institute of
Certlﬁed Public Accountants. ‘

Kl

Thomas J. Bobowski has served as our Vice Pre51dent of Marketmg since March 2002. Prlor to
joining Global Preferred, Mr. Bobowski served as the Vice President of Business Development for
DotPlanet.com, Inc. From 1998 until 1999, Mr. Bobowski acted as Director of Global Operations for
WMA, Agency. Prior to his tenure at WMA Agency, Mr. Bobowski was ‘Vice President of Business
Development for The Midland Life Insurance Company from 1996:to0 1998 Mr. Bobowskl 1s a Chartered:
Life Underwriter-and Certified Fund Specrallst X .

Joseph F. Barone has served as a director since June 1998, and as Chairman since january 2002.
Mr. Bafone is‘a Consultant for Firemark Investments, a private investment firm. From July 1997 to
Octobér 2003 Mr. Barone- was Managmg Director of Research for Firemark Investments. From January
1992 through June 1997, he was a Seniof Vice President with Swiss Re Insurance. Prior to his tenure with
Swiss Re, Mr. Barone was a Managlng Director of Investment Banking for the insurance mdustry at Bear,
Stearns & Co., Inc. Mr. Barone'is' a Chartered Financial Analyst and a member of the New York Soc1ety
of Security Analysts and the Association of Insurance and Financial Analysts."He serves on the audrt '
investment, compensation.and capital finance committees of the’ board of directors.

Monte Holm has been an independent contractor engaged i in the d1str1but1on of l1fe insurance and
securities since. 1981. From 1980 until 1991, he held various positions with A.L. Williams & Associates,
and 1ts aﬁihate First Amencan Natronal Securities, eventually serving as Senior National Sales. Dlrector
From 1991 through June 2001, he was assoc1ated with, World Marketing Alliance; Inc. Involved in bu11d1ng
the drstnbutlon system. He is. currently a field chairman of the financial division of World Financial
Group, Inc a member of the AEGON ,group. He serves on the compensanon cap1tal ﬁnance and
nommanon comm1ttees of the board of directors. .

.
-

Thomas W. Monigomery has served as a d1rector since March 1995 and as a dlrector of Global
Preferred Re since August 1995. From March 1995 until December 2001, Mr. Montgomery served as
Executive Vice President and Secretary. Mr. Montgomery served as Executive Vice President of Global
Preferred Re from August 1995 until. December 2001, Mr. Montgomery is President of World Marketing
. Alliance, Inc. and Executive Vice President of World Leadership Group, Inc. Mr. Montgomery serves as a
director of World -Money Group, Inc., d financial services holding company. Mr. Montgemery is a certified
public accountant, member of the.American Institute of -Certified Public Accountants and a .member of
the Georgia Society of Certified Public Accountants. He serves on the investment, capital finance and
nommat1on committees of the board of directors.
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Milan M. Radonich has served as a director since July 2001. Since: May 2002, Mr. Radonich has
been Chief Financial Officer of Benfield Blanch, Inc., a subsidiary of Benfield Group, a global provider of
insurance, reinsurance and risk advisory. services. From October 2001 to April 2002, Mr. Radonich was
self-employed as an independent consultant. From September 2000 to. September 2001, he was. Chief
- Financial Officer of Allied North- American Insurance Brokerage Corp. of New. York, an.independently
owned, multi-line insurance brokerage-firm. Prior to his affiliation with Allied, Mr. Radonich was with
Ernst & Young LLP for 27 years in the insurance industry practice. Mr. Radonich is a certified. public
accountant, a: Fellow of the Life Management Institute and serves as Co-Chairman of the Society of
Insurance Financial Management’s Accounting Committee. He also holds memberships in the American
Institute of Certified Public Accountants, the FLMI Society of Greater New York, the New York Area
TASA, and the Illinois and New. York State Certified Public Accountant Societies. He serves on the audit,
capital finance. and nomrnatlon commlttees of the board of directors.

C. Simon Scupham has served as a drrector since ‘April 1996, as a director of Global Préferred Re
since August 1995. Since’ November 2002, Mr. Scupham has been a director of TAS Global Captivé
Group, Ltd:; a holdlng company for International Advisory Services, Ltd. (“IAS”). IAS provrdes
professronal management services to international companies operating in Bermuda. Mr. Scupham founded
an insurance management company’ in 1991, which was subsequently acquired by ‘and merged into TAS.
Prior to joining IAS, Mr. Scupham served as the General Manager of Bermuda operations of the Kemper
Group. He is a qualiﬁed Chartered Accountant and Associate Fellow of the Institute of Mathematics and
its Applications. Mr. Scupham is Chairman of Shoreline Mutual Managemént (Bermuda) Ltd. He serves
“. on the audit and compensatlon commlttees of the board of dlrectors

Audit Commlttee and Audlt Commlttee Fmanc1al Experts |

Our board of dlrectors has- estabhshed a separately designated standlng audrt committee for the S
purpose of overseeing. our accounting and: financial reporting processes and the audits of our financial « -
statements. Messrs. Barone, Radonich and Scupham are the members of the.committee. Rules of the
Securities and Exchange Commission which recently went into effect require that we disclose which -
member of .our audit committee quahﬁes as the ‘‘audit committee financial expert,” as defined by such
rules. The board is currently evaluatlng the qualrﬁcatlons of an “audit committee financial expert” as they
relate to our committee members and it intends to make a final détermination on this matter prior. to the .
date of our proxy statement for our 2004 annual meeting of stockholders. The board believes that the ’
members of the audit commrttee taken as a whole, based on their experiences | and backgrounds, are.
quahﬁed to effectively carry out the duties and respons1b111t1es of the audit committee.

Section 16(a) ‘Beneﬁcial Ownership Reporting Compliance

: Section '16(a) of the Securities Exchange Act 1934 requrres our directors and executive oﬁicers and’
persons who :own beneficially more than 10% of the common stock to file reports of ownershlp 'and changes
in ownership of such stock with the' Securities and Exchange Commission. To our knowledge based solely

_on review of copies of such reports furnished to us and written'’ representations that no other reports were
required, dunng the year ended Decembér 31, 2003, all Section 16(a) ﬁhng requrrements apphcable to
directors, executive officers and more than 10% beneﬁc1al owners' were comphed with'by such persons ’

Code of Ethics

Rules of the Secunt1es and Exchange Commlssron Wthh recently went into effect require that we
disclose’ whether- our board of directors has adopted a code of ethics applicable to all members of our |
board of directors, executive officers .and employees. The board of directors is currently ¢valuating the
standards for a code of ethics prescribed by the rulés of the Securities and Exchange Commission and
intends to. adopt a code. of ethics prior to the-date of our proxy statement for our 2004 annual meeting of
stockholders. : - : s
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Item 11. Executive Compensation

The following table sets forth, for the years ended December 31, 2003, 2002, and 2001, the total
compensation paid, by the Company to our chief executive officer, and our next three most highly
compensated executive officers whose salary. and bonus for 2003 exceeded $100,000 (collectively, the .

-“Named Executive Officers”). L

L F ¥

B S Sumnia_ry_ éémpensatioh Table

Long-Ter'm’
Compensation
Annual Compensation m-
: . . _All Other * Underlying
Name and Principal S A ’ ‘Year " Salary » Bonus Compensation - .. - Options
Edward F. McKernan .......... Toieoeo.o. 2003 7$326,794  § 35,000 — —
President and Chief Executive Officer : ‘:20'()2 325,986 123,300 — —
o I T 72001 258,333 40,000 33,462(1) —
Bradley E. Barks(2) .......... T 2003 $250,000 $ 15,000 —
Chief Financial Officer'and . . . . 2002 201 923 9,200 44,333 —
Senior Vice President of Finance . . =~ . :200l = — _— —
Caryl P Shepherd ... ..... eeelofilol 2003 8100,000 $ 15,000 —
Chief Accounting Officer, Vice Presidént,A 2002 : 98,327 30,300 —_ —
Treasurer, Controller and Secretary - 2001 85,731 20,000 — —
Thomas Bobowski(3)............ e P 2003 $122,000 $ 15,000 —_ —
Vice President of Marketing ~ * © . 2002° 98,539 — — —

© 2001

(1) Amounts shown represent payrﬁen;s made iogM.r;:McKeman by ‘World Marketing Alliance, Inc.,
which may be deemed to be indirc_iét compensation from us to Mr. McKernan based on the common
control-of Global Preferred and World Marketing Alliance; Inc. by S. Hubert Humphrey until June

- 2001. Co SN .
(2) Mr. Barks jbined Glob_al P':efcr‘rcdvfi}fl,:March-2002.

(3) Mr..Bobowski joined Global Preferred in March 2002.
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Aggregated Option Exercises in Last Fiscal Year and Year-End Option Values -

The following table sets forth for each of the Named. Executive Officers the number and value of
options exercised during the year ended December 31, 2003 as well as the number and value of securities
underlying unexercised options that are held by the Named Executive Officers as of December 31, 2003.

Shares Number of Securities Value of Unexercised

Acquired on Value Underlying Unexercised In-the-Money Options

Exercise Realized - Options at Fiscal Year-End at Fiscal Year-End(1)
Name ‘ (#) ) . Exercisable Unexercisable Exercisable  Unexercisable
Edward F. McKeman — . 8 - 28,125 39,375 $13,500 '$18,900 .-

Bradley.E. Barks ......... =~ — — 1,500 19,500 - $ 720 $ 9,360
Caryl P. Shepherd{l ..... - — 11,250 17,250 $ 5400 '$ 8,280.. -

Thomas Bobowski- ...... — L -938 12,938 $ 450 3 6,210 :

(1) Amounts disclosed in thls column do not reflect amounts actually recelved by the Named Executlve
Officers but are calculated based on the difference between the fair market value on December 31,
2003 and the exercise price of the options. The Named Executive Officers will receive cash only-if -
and when they sell the common stock issued upon exercise of the options, and the amount of ‘cash
received by such individuals is dependent on the price of the common stock at the time of such sale.
The values are based on the book value of the common stock on December 31, 2003 of $10.94 per
share, less the exercise pnce payable upon exercise of such options. .

Option Grants in Last Fiscal Year

The following table sets forth all 1nd1v1dual grants of stock options during the ﬁscal year ended
December 31, 2003, to each of the Named Executive Oﬂicers

Individual Grants ' " Potential Realizable Value
Number of Percent -of : ) at Assumed Annual Rates
Securities  Total Options  Exercise ' of Stock Price
Underlying©  Granted to ‘of Base - - : Appreciation for Option
. Options ‘Employees in  Price Per . Expiration. - Term (6)
Name X ' Granted Fiscal Year ~ Share(5) " Date 5% - 10% ]
Edward F. McKernan{(1) ............... 67,500 39.5% $10.46 5/27713  $444,031 $1,125,262
Bradley E. Barks(2) ................... © 21,000 123% © - 1046 ° 5/27/13; + 138,143 - 350,081
Caryl P. Shcpherd(3) .................. 28,500 L 16.7% ] 10467 §/27/13 . 187,480, - - 475,111
Thomas Bobowski(4) .................. 13,876 8.1% . 10.46 o 5/21113 91,280 231,320

(1) Of these options, (i) 28, 125 shares were exercisable 1mmedlately on the date of grant, '
(ii) 28,125 shares become exercisable in equal installments beginning on the first anniversary of the
date of grant and continuing for two years thereafter until fully vested, provided, however, that in the
event of a change of control, this vesting will accelerate and the option will be exercisable in full as of
the effective date of the change of control of Global Preferred, and (iii) 11,250 shares become
exercisable in equal installments beginning on the first anniversary of the date of grant and continuing
for three years thereafter until fully vested.

(2) Of these options, (i) 1,500 shares were exercisable immediately on the date of grant
(ii} 13,500 shares becomc exercisable in equal installments beginning on the first anniversary of the
date of grant and continuing for two years thereafter until fully vested, provided, however, that in the
event of a-change of control, this vesting will accelerate and the option will be exercisable in full as of
the effective date of the change of control of Global Preferred, and (iii) 6,000 shares become
exercisable in equal installments beginning on the first anniversary of the date of grant and continuing
for three years thereafter until fully vested.

(3) Of these options, (i) 11,250 shares were exercisable immediately on the date of grant,
(ii) 11,250 shares become exercisable in equal installments beginning on the first anniversary of the
date of grant and continuing for two years thereafter until fully vested, provided, however, that in the
event of a change of control, this vesting will accelerate and the option will be exercisable in full as of
the effective date of the change of control of Global Preferred, and (iii) 6,000 shares become
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exercisable in equal installments beginning on the first anniversary of the date of grant and contlnumg-
for three years thereafter until fully vested.

(4) Of these options, (1) 938 shares. were exerc1sable immediately on the date of grant, (ii) 8, 438 shares
_ become exercisable in equal installments beginning on the first anniversary of the date of grant and,
" continuing for two years thereafter until fully vested provided, however ‘that in the event.of a change
of control, this vesting will accelerate and the option’ will be exercisable in"full as of the eﬁ"ectlve date
of the change of control of Global Preferred, and (iii) 4,500 shares become exercisable in equal *
installments beginning on the first anniversary of the date of grant and contlnulng for three years
thereafter-until fully vested.

(5) The exercise price of the opt16n's granted was equal t6 fair market value of the underlying stock on
the date of grant.

(6) Amounts represent hypothetical gains that could be achieved for the respective options if exercised at
- the end of the option term. These gains are based on the fair market value per share on the date of

.grant and.assumed rates of stock price appreciation of 5% and 10% compounded annually from, the
date the respective options were granted to their expiration date. These assumptions are mandated by-
the rules of the Securities and Exchange Commission and are not intended to forecast future .
appre<31at1on of our stock price. The potential realizable value computat1on is net of the appl1cable
exercise price, but does not take into account federal or state income tax consequences ‘and other
expenses of option exercises or sales of appreciated stock. Actual gains, if any, aré dependent upon the
timing of such exercise and the future performance of our common stock. There can be no assurance
that-the rates of appre01at1on in this table can be achieved. This table does not take into account any
appreciation,, 1n the price of our common stock to date. :

Employment Agreements

Edward F McKeman our Chief Executive Officer and President, is employed pursuant to a written
employment agreement. Mr. McKernan’s employment agreement has a term which expires December 31,
2005 and 'is automatically renewed for additional oné-year periods’ unless either party provides written
notice of termination at least 60 days in advance of the expiration date of the current term. Mr. McKernan
will receive a base salary of $325,000 for the year ended December 31, 2004. Mr. McKernan is eligible for
an annual bonus in an amount to be determined by the board of directors. If, within 90 days of a change
of control of Global Preferred; Mr: McKernan resigns for good reason, as defined in the agreement, or is
terminated without cause we will pay him an amount equal to 35 months of his then-current base salary -
over a twelve month period or in one lump sum payment. Upon Mr. McKernan’s resignation for good, -
reason or termination without cause unrelated to a change of control, we will pay his base salary for the
greater of twelve months or the number of months remaining on his employment agreement, not to exceed
24 months. Mr. McKernan’s employment agreement includes post-employment restnctwe covenants not to
solicit our customers or recruit our employees. -

Bradley E. Barks, our Chief Financial Officer and Senlor Vice Pre51dent of F1nance is employed
pursuant to a written employment agreement which expires December 31, 2004, and is renewable by
agreement of the parties for additional one year periods. Mr. Barks will receive a base salary of
$260,000" per year under this contract and is eligible for an annual bonus in an amount to be determined
by the board of directors. If Mr. Barks resigns for good réason, as defined in the agreement, or is
terminated without. cause, we will pay his base salary for.twelve months. Mr. Barks’ employment
agreement includes post-employment restrictive covenants not to solicit our customers or recruit our..
employees.

-

Caryl P. Shepherd, our Chief Accounting Officer, Treasurer, Secretary, Controller and Vice Pres_ident,
is employed pursuant to a written employment agreement which expires Decemmber 31, 2004 and is =~
renewable by agreement of the parties for additional one year periods. Ms. Shepherd will receive a base
salary of $110,000 per year under this contract and is eligible for an annual bonus in an amount to'be
determined by the board of directors. Upon Ms. Shepherd’s resignation for good reason, as defined in"the
agreement, or termination without cause, we will pay her base salary for twelve . months. Ms. Shepherd’s
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employment agreement 1ncludes post-employment restrictive covenants not to sohc1t our customers or
recruit our employees.

. Thomas J. Bobowski, our Vice President of Marketing, is employed pursuant to a written employment
agreement which expires December 31, 2004 and is renewable by agreement of the parties for additional
one-year penods Mr. Bobowski will receive a base salary of $127,000 per year under this contract and is
eligible for an annual bonus in an amount to be determined by the board of directors. Upon
Mr. Bobowski’s resignation for good reason, as defined in the agreement, or termination without cause, we
will pay his base salary for twelve months. Mr. Bobowski’s employment agreement includes post-
employment restrictive covenants not to solicit our customers or recruit our employees.

Director Compensation

The non-employee members of the board of directors, Messrs. Barone, Holm, Montgomery, Radonich,
and Scupham, receive compensation of $1,500 per quarter for their service on the board of directors. In
addition, we pay non-employee directors $500 for each board meeting or committee meeting attended.
Directors who are employees do not receive any compensation for services performed in their capacity as
directors. We reimburse each director for reasonable out—of—pocket expenses incurred in attending meetings
of the board of directors and any of its committees.

Non-employee directors are also eligible to receive options under the Global Preferred Holdings, Inc.
Amended and Restated Directors Stock Option Plan, which became effective on June 17, 2003 (the
“Directors Stock Option Plan”). Under the terms of the Directors Stock Option Plan, upon initially
becoming an eligible director, a director will be entitled to receive an option to purchase 5,625 shares of
our common stock, and at the end of each completed year of service as an eligible director, a director shall
be granted an option to purchase 1,000 shares of common stock. Pursuant to the Directors Stock Option
Plan, 280,000 shares of common stock are reserved for issuance upon the exercised of options granted
under the plan. As of April 15, 2004, options to acquire 78,625 shares have been granted under the
Dlrectors Stock Optlon Plan.

Compensatlon Commlttee Interlocks and In51der Part1c1pat10n

- C: Simon Scupham is a director of IAS Global Captive Group, Ltd.,"a holdlng company for
International Advisory Serv1ces Ltd. which acts as the prmc1pa1 representatlve for Global Preferred Re in
Bermuda. :

Item 12. ~ Security Ownership of Certain Beneficial Owners and Management

Equity Compensation Plan Information

The following table provides aggregate information regarding grants under all equity compensation
plans of Global Preferred through Decembcr 31, 2003

Number of securities

Number\ of securities : remaining available for
to be issued upon Weighted-average future issuance under
exercise of ~ . exercise price of equity compensation plans
B ‘ " outstanding options,  outstanding options, (excluding securities
Plan category : warrants and rights warrants and rights reflected in 1st column)

Equity compensation plans
approved by security, , , . ‘ ) :
holders................. ‘ 245,377 $10.46 1,534,623

Equity compensatlon plans .
not approved by security » , ' ‘ v
holders................ S -0- 1 -0- ‘ -0-

Total «.\ovor o 245377 O $1046 1,534,623
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Security Ownership of Certain Beneficial Owners

" The following table sets forth certain information regarding the ownership of our common stock, as of
April 23, 2004, by each of our directors, each of our'executive officers named in the summary -
compensation table, each person known to us to own beneficially more than 5% of our outstandmg g
common stock and all of our-directors and executive oﬁ"lcers as a group.

Number of Shares

' . . , Beneficially Percéntage of Shares
Name o S - Owned(1) - Outstanding
S. Hubert Humphrey, J£.(2) ... " 882,051 - U 213%
Monte Holm(3) -...07...... o . . 329:375 S 7.9%
Money Services, Inc.(4) ..... e e 312,750 7.6%
Richard L. Thawley(5) .. ... ..ovvvvnni.. L 305,632 S 14%
Thomas W. Montgomery(6) ............ e L 35,112 *

. ’J_o‘seph F. Barone(7)................. AP L 15,250 ‘ Tox
C. Simon'Scupham'(S') ................ SRS - 710250 © ‘ *
Milan M. Radonich(9) ............... e 3750 ' *
Edward F. McKernan(10) ... ..........oo.ii” 47813 *
Caryl P. Shepherd(11)..................... e 16,500 Sk

_Bradley E. Barks(12) .. .......oiiii S 1500 - £
Thomas Bobowski(13):+ .. v v e 4,876 ‘ *
All directors and executive. officers as a group . ' ‘ .

(9 persons)(14) ......... [ . 470,426 . < 11.0%

*

(1)

Less than one percent

For purposes of calculating the ‘percentage beneficially owned, the number of shares deemed
outstanding as of April 23, 2004 includes: (a) 4,141,684 shares of common stock outstanding as of

. April 23, 2004; and (b) shares issuable pursuant to options held by the respective person or group

(2

which rnay be exercised within 60 days following April 23, 2004 (“Presently Exercisable Options”).
Beneﬁc1al ownership is determined in accordance with the rules of the Securmes and Exchange
Commission_that deem shares to be beneficially owned by any person or group who has or shares
voting and investment power with respect to such shares. Presently Exercisable Options are deemed .
to be outstanding and beneficially owned by the person or group holding such options for the purpose
of computing the percentage ownership of such person or group but are not treated . as outstandmg
for.the purpose of computing the pércentage ownership of any other person or group.

This includes 32,052 shares of common stock for which World Marketing Alliance, Inc. (of which
Mr. Humphrey is the principal stockholder) holds voting proxies. Mr. Humphrey's busmess address

" is 3975 Johns Creek Ct., Suite 100, Suwanee, Georgia 30024.

(3)

This number includes (a) options to purchase 1,406 shares of common stock exerciSable within
60 days; (b) 60,000 shares-held jointly with Mr. Holm’s wife; (¢) 2,250 shares held jointly with

~Mr: Steve Marx; and(d) 165,000 shares held in seven trusts created by Mr; Holm and his wife.

)

(5)

Mr. Holm’s business address is 219 Garnet Lane, Mesquite, Nevada 89027.

This includes 312,750 shares of common stock issuable on conversion of a $5.0 million convertible
promissory note held by Money Services, Inc. that is immediately convertible. Money Services, Inc.
is a wholly owned subsidiary of AEGON USA, Inc., with an address of 4333 Edgewood Road, N.E.,
Cedar Rapids, Jowa 52499. AEGON USA, Inc. is a subsidiary of AEGON N.V., an international
insurance holding company that is pubhcly traded on the New York Stock Exchange

This number includes (a) 137,700 shares owned by two trusts for the benefit of Mr. Thawley and his
wife and (b) 30,000 shares owned.by Mr. Thawley’s children: Mr. Thawley’s business address is
1110 W. Kettleman Lane, Suite 24, Lodi, California 95240.
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(6) This number includes options to purchase 15,250 shares of common stock exercisable within 60'days'.
(7) This number includes options to purchase 15,250 shares of common stock exercisable within 60 days.
(8) This. number includes options to purchase 10,2.50- shares of common stock exercisable within 60 days.
(9) This.number includes options to purchase 3,750 shares of common stock exercisable within 60 days: -
(10) This number includes options to purchase 40,313 shares of common stock exercisable within 60 ciays
(11) Thrs number includes optlons to purchase 16,500 shares of common stock exercisable within 60 days.
(12) Thrs number includes optlons to purchase 7,500 shares of common stock exercisable within 60 days.
(13) This number includes options to purchase 4,876 shares of common stock exercisable within 60 days.

(14) This number includes options to purchase 115,095 shares of common stock exercisable within = -
60 days,

Item 13. Certam Relationships and Related T ransactzons

The following sections discuss various transactions and relationships between us and partles afﬁhated
or related to us. We believe that each of our transactions with related parties are on terms as favorable to
us as could have been obtained from unrelated third parties.

Agreements with Money Services, Inc.-and its Affiliates

We issued a $5.0 million convertible note, due July 29, 2004, to Money Services, Inc., a subsidiary of
AEGON USA, Inc. The note bears simple interest at a rate of 7.5% per year and is currently convertible
into 312,750 shares of our common stock. If Money Services were to convert the note, it would own’ a
- approximately 7% of our outstanding common stock. We have the option to redeem the note, in whole or
in part, until July 29, 2004. In order to redeem the note before maturity, we must pay all principal, plus
interest accrued from the date of the note through the redemption date at a higher effective intérest rate of
9% per annum. World Financial Group, Inc. and Western Reserve Life Assurance Co. of Ohio (“Western
Reserve”) are subsidiaries of AEGON USA, Inc. and therefore are entities related to Money Services due
to the common ownership. SRR

In July 2001, we entered into ain_agreement with World Financial Group, which requires'th)at World
Financial Group will use its commercially reasonableefforts to assist us in attaining the opportunity to
reinsure all insurance products sold by its agents for insurance companies with which World Financial -
Group has selllng agreements other than Western Reserve and Western Reserve’s affiliates.

We have four separate reinsurance agreements with Western Reserve that cover-variable unrversal life
insurance and variable annuity -policies issued by Western Reserve on or after various dates after
January 1, 1992 which were sold by the agents of World Financial Group and its predecessor. Also.in July
2001, we entered into the First Right Agreement with Western Reserve. The First Right Agreement
provrdes us the right to reinsure certain policies issued by Western Reserve or its U.S. affiliates which "
agents associated with World Financial Group sell. _ _ :

The life insurance companies for which we provide reinsurance, pay commissions to the agents of
World Financial Group for sales of life insurance and annuity contracts reinsured by us. As a result of
such relationships, the interests of World Financial Group may conﬂlct with ‘our interests in negotlatmg
reinsurance agreements. ' ‘

Due to-the relationships among us, World Financial Group, Western Reserve, Money Services and
AEGON USA, conflicts of interest may arise w1th respect to emstmg and future busmess dealings,
including:

+ the terms of World Financial Group’s selling agreements (including commission arrangements) and
our reinsurance relatlonshlps with life insurance companies;

+ agreements among us, World Flnanmal Group, Western Reserve Money Serv1ces AEGON USA
and their aﬁihates
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« potential acquisitions of properties or businesses;
« potential divestitures of properties or businesses; and

+ tHe issuance of securities by us.

Management Agreement’

In 1995, Global Preferred Re entered 1nto an agreement with International Adv1sory Services, Ltd.,
formerly CFM Insurance Managers, Ltd. and a subsidiary of IAS Global Captwe Group, Ltd., which
provides professional insurance management services to international companie$ operating in ‘Bermuda.

C. Simon Scupham, a director of Global Preferred and of Global Preferred Re, is a director of IAS Global
Captive Group. Pursuant to this agreement, International Advisory Services acts as the managing agent
and the Principal Representative for Global Preferred Re in Bermuda. This agreement is for an unlimited
duration, but may be terminated by either party upon-three months prior written notice or upon 30 days
prior written notice under specified circumstances. We paid $60,000 in fees during each of the years ended
December 31, 2001, 2002 and 2003 pursuant to the agreement with International Advisory Services.

Item 14. Principal Accountant Fees and Services
Audit Fees |

The fees for professional audit services rendered by KPMG LLP for the audit of our annual financial
statements for the years ended December 31, 2002 and 2003 totaled $177,533 and $11,166, respectively.

The fees for professional audit services rendered by Deloitte & Touche LLP for the audit of our annual
financial statements for the year ended December 31, 2003 totaled $95,300.

Audit-Related Fees

There were no other audit-related services provided by KPMG LLP or Deloitte & Touche LLP
during the years ended December 31, 2002 and December 31, 2003, exclusive of the fees disclosed above.

Tax Fees

There were no tax compliance, tax consulting or tax planning services provided by KPMG LLP or
Deloitte & Touche LLP during the years ended December 31, 2002 and December 31, 2003.

All Other Fees -

No other aggregate fees were billed by KPMG LLP or Deloitte & Touche LLP for all other services
for 2002 and 2003, excluswe of the fees disclosed i in the above sections

Consideration of Non-Audit Services Provided by the Independent Auditors

The Audit Committee pre-approves all non-audit services provided by our independent auditors, but
only to the extent that the non-audit services are not prohibited under applicable law and the Audit
Committee reasonably determines that the non-audit services do not impair the 1ndependence of the
independent audltors
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PART 1V

Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K
(a) The followmg documents are filed or incorporated by reference as part of this Form 10- K.

1. The audited consolidated financial statements of Global Preferred Holdings, Inc. and the
related auditors’ reports listed in the Index to Financial Statements appearing on page F-1.

2. The exhibits filed as part of this. report as required by Item 601 of Regulatlon S-K are
included in the Index to Exhibits appeanng on page E-1.

(b) Reports on Form 8-K.. ' ) ' ; L

- A Current’ Report on Form 8-K was filed with the Securities and Exchange Commission on
November 17, 2003 to dlsclose the earnings press release of the thll‘d quarter results.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused thxs report to be 51gned on its behalf by the undersigned, thereunto duly
authonzed . :

GLOBAL PREFERRED HOLDINGS, INC.

‘By: ~/s/ EDWARD F. MCKERNAN

.. :Edward E. McKernan
Chzef Executzve 0jﬁcer and President

Date: ‘March 30, 2004 ”

Pursuant to the requirements of the Securities'Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Reglstrant and in the capacities and on the dates
indicated. ‘ -

Signatui‘e . PR C .. Title SO 7 Date

. /s/ EDWARD F. McKERNAN

Edward F. McKernan

/s/- BRADLEY E. BARKS

Bradlcy ‘E. Barks .

/ “CARYL P. SHEPHERD

“Caryl P. Shepherd

/s/ _Josﬁpn’ F. BARONE

~Joséph F. Barone

/s/ MILAN M, .RADONICH ‘
‘ Milan M. Radonich

/s!  THOoMAS W. MONTGOMERY

Thomas W. Montgomery

“ Chief Executive Officer, President éﬁd‘w
Director (Principal Executive Officer)

Chief Financial Officer and.Semor

Vice President — Finance (Pnnmpal
‘Financial Ofﬁcer)

* Chief A'cco’unting‘ Oﬂicer, Treasurer,

“Controller, Secretary, and Vice

President (Principal Accounting . ;.-

Officer)

and D1rector

Diréctor

Director
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INDEX TO EXHIBITS

Exhibit o , ’ .

 Number v i v ‘ Description = -

3.1 Certificate of .Ineorporation of the Regiétrant, as amended(incbrporated by reference to
Exhibit 3.1 to Registrant’s Registration Statement on Form SB-2 filed on June 28, 1995).

3.1.1 Amendment to Certificate of Incorporation of the Registrant, changing the name of the Company
to “The WMA Corporation” (incorporated by reference to Exhibit 3.1.1 to Registrant’s Quarterly
Report on Form 10-QSB for the quarter ended March 31, 1998, filed on May 15, 1998).

3.1.2  Amendment to Certificate of Incorporation of the Registrant, increasing the number of authorized
shares of common stock and creating a new class of authorized shares of preferred stock
(incorporated by reference to Exhibit 3.1.1 to Registrant’s Quarterly Report on Form 10-QSB for

" the quarter ended’ Juné 30, 1999, filed on August 16, 1999).

3.1.3  Certificate of ’Amendment' to Certificate of Incorporation of the Registrant, changing the name of
“*the'Compariy to “Global Preferred Holdings, Inc.” (incorporated by reference to Exhibit 3.1 to
Registrant’s: Quarterly Report on Form 10-QSB for the quarter ended September 30, 2001 ﬁled
on ‘November 14, 2001). :

- 3.1.4 Amendment to Certificaté of Incorporation of the Registrant, decreasing’ the number of
authorized shares of common stock and preferred stock and reducing the par value of the -
preferred stock (incorporated by reference to Exhibit 3.1 to Registrant’s Quarterly Report on

... Form 10-QSB for the quarter ended June 30, 2003, filed on August 14, 2003).

32 Amended and Restated Bylaws of the Registrant (incorporated by reference to Exhibit 3.2 to
: Registrant’s Registration Statement on Form S-1 filed on February 22, 2002). :

4.1  Revised Specimen Stock Certificate: (mcorporated by reference to Exhibit 4.1 to Regrstrant s
Reg1strat10n Statement on Form S-1 filed on February 22, 2002).

101~ Reinsurance Agreement No. 1 with Western Reserve Life Assurancé Co. of Ohio, dated July 9,
1996 (incorporated by reference to Exhibit 10.4 to Registrant’s Quarterly Report on
Form 10-QSB for the quarter ended March 31, 1998, filed on May 15, 1998).

10.2* - Autematic Variable Annuity’ Reinsurance Agreement with Western Reserve Life Assurance Co.
of Ohio, effective January 1, 1998 (incorporated by reference to Exhibit 10.5 to Registrant’s
Quarterly Report.on. Form 10- QSB for the quarter ended June 30, 1998, filed on August 14,
1998).

10.3*  Automatic Flexible Premium Variable Life Reinsurance Agreement Number 2 with Western

o Reserve Life Assurance Co. of Oth effective April 1, 1998 (incorporated: by reférentce 10
Exhibit 10.6 to Registrant’s Quarterly Report on Form 10-QSB for the quarter ended June 30,
1998 filed on August 14, 1998)

104 Management Agreement dated August 2, 1995 with CFM Insurance Managers, Ltd (incorpo-
rated by reference to Exhibit 10.7 to Registrant’s Annual Report on Form 10-KSB/A for the year
ended December 31, 1997, filed.on October 1, 1998).

'IIO.AS Revolvmg Line of Credit Loan Agreement with Money Setvices, Inc., dated September 30, 1998~
(incorporated by reference to Exhibit 10.1 to Registrant’s Quarterly Report on Form 10-QSB for
the quarter ended September 30, 1998, filed on November 16, 1998).

10.6 Revolving Line of Credit Promissory Note issued on September 30, 1998 to Money Services, Inc.
in the principal sum of $10,000,000 (incorporated by reference to Exhibit 10.2 to Registrant’s
Quarterly Report on Form 10- QSB for the quarter ended September 30, 1998, filed on

- November 16, 1998).

10.7 Directed Reinsurance Agreement with WMA Agency, dated June 8, 1998 (incorporated by
reference to Exhibit 10.3 to Registrant’s Quarterly Report on Form 10-QSB for the quarter ended
September 30, 1998, filed on November 16, 1998).
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Exhibit

‘Number

10.8

10.9 -

10.10

10.11
10.12
10.13

10.14%

10.15%*

10.16*

10.17
10.18
10.19%

10.20*

. . Description

Fifst Amendment of Revolving Line of Credit Promissory Note with: Money Semces Inc., dated
Jafwary 29, 1999 (1ncorporated by reference to Exhibit 10. 5 to Registrant’s Quarterly Report on

- 'Form 10-QSB for the quatter ended March 31, 1999, filed on May 17, 1999).

+

~ Amendment Number 1 to the Automatic Flexible Premium Variable Life Reinsurance ' '
 Agreement Numbeér 2 with Western Reserve Life Assurance Co. of Ohio, effective January 1, -
" *.1999. (incorporated by reference to Exhibit 10.1 to Registrant’s Quarterly Report on

Form 10-QSB for the quarter ended September 30, 1999, filed on November 15, 1999).
Amendment Number 1-to the Automatic Variable Annuity Reinsurance Agreement with Western

- Reserver LlfC Assurance Co. of Ohio, effective January 1, 1999 (incorporated by reference to

Exhibit 10.1 to Registrant’s -Quarterly Report on Form 10- QSB for the quarter ended -
September 30, 1999, filed-on November 15, 1999).

Third- Amendment of Revalving Line off Credit Promlssory Note with Money SerVices;.vInc., dated
July 30, 1999 (incorporatéd by reference to Exhibit 10.2 to Registrant’s' Quarterly Report on
Form 10-QSB for the quarter ended September 30, 1999, filed on November 15, 1999).

Five Year Term Note issued to Money Services, Inc. on July 30, 1999 (incorporated by reference
to Exhibit 10.3-to’ Registrant’s Quarterly Report on Form 10-QSB for the quarter ended
September 30, 1999, filed on November 15; 1999). :

Fourth Amendment of Revolving Line of Credit Promlssory Note with Money Serv1ces Inc.,
effective December 31, 1999 (mcorporated by reference to Exhibit 10.1 to Registrant’s Annual-"

* Report-on-Form 10-KSB for the year ended December 31, 1999, filed on March 20, 2000).

Ameéndment Number 2 t6 the Automatic Flexible Premium Variable' Life’ Reinsurance
Agreement Number 2 with Western Reserve Life Assurance Co. of Ohio, effective October 1,

" 1999 (intorporated by reference to-Exhibit 10.2 to Registrant’s Annual Report on-

Form 10- KSB/ A for the year ended December 31, 1999, filed on March' 30, 2000).

'Automatlc Flexible Premium Variable Life Reirisurance Agreement Number 3 with Western

Reseive Life Assurance Co. of Ohio; effective October 1, 1999 (incorporated by reference to’
Exhibit'10.3 to Registrant’s Annual Report on Form 10-KSB/ A for the year ended December 31,
1999, filed on March 30, 2000)

Amendment Number 2 to the: Automatic Variable Annuity Reinsurance Agreement with Westein
¢ Resérve Life Assurance Co. of Ohio, effective October 1, 1999 (incorporated by reference to
Exhibit 10.4 to Registrant’s Annual Report on Form 10 KSB/A' for the year ended December 31,
1999, filed on March 30,.2000).

>-'Amendment Number 3 to the  Autoniatic Flexible Premium Variable ere Reinsurance

Agreement Number 2 with Western Reserve Life Assurance Co. of Ohio, effective February 1,
2000 (incorporated by reference to Exhibit 10.5 to Registrant’s Annual Report on
Form 10-KSB/A for the year ended December.31, 1999, filed 6n March 30, 2000).

Amendment Number 3 to the Automatic Variable Annuity Reinsurance Agreement with Western
Reserve Life Assurance Co. of Ohio, effective. February 1, 2000 (incorporated by reference to
Exhibit 10.6 to Reglstrant s Annual Report on Form 10-KSB/A for the year ended December 31,
1999, filed on March 30 2000) o

Amendment Number 4 to the Automatic. Flex1ble Premlum Variable ere Remsurance -

‘Agreement Number 2 with Western Reserve, effective January 1, 2000 (incorporated by: -reference

_ to Exhibit 10.1 to Regrstrant s, Annual Report on Form 10-KSB for the year ended December 31,

2000, filed on March 20, 2001).

Amendment Number 3 to the Automatrc Variable Annulty Remsurance Agreement with Western
Reserve eﬁ"ectlve January 1, 2000 (mcorporated by reference to Exhibit 10.2 to Registrant’s
Annual Report on Form 10-KSB for the year ended December 31 ,, 2000, filed on March 20,
2001).
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Exhibit
Number

10.21

10.22

10.23

10.24

. Description

Third '"Amendment and Joinder to the Directed Reinsurance Agreement with World Marketing
Alliance; Inc. and World Financial Group, Inc. dated July 12, 2001 (incorporated by reference to
Exhibit 10.1 to Regrstrant s Quarterly Report on Form 10-QSB for the quarter ended June 30,
2001, filed on August 13, 2001). '

First Rrght Agreement with Western Reserve Life Assurance Co of Ohio dated July 12, 2001
(incorporated by reference, to Exhibit 10.2 to Registrant’s Quarterly Report on Form 10-QSB for
the quarter ended June 30, 2001, filed on August 13, 2001).

Arnendment Number 3 to the Automatic Reinsurance :Agreement with Western Reserve Life
Assurance Co. of Ohio, effective as of September 18, 2001 (incorporated by reference to
Exhibit 10.33.to Registrant’s Registration Statement on Form S-1, filed on February 22, 2002).

Amendment Number $ to the Automatic Flexible Premium Variable Life Reinsurance

Agreement Number 2 with Western Reserve, effective September 18, 2001 (incorporated by

., reference to Exhibit 10 34 to Regrstrant s Registration Statement on Form S 1, filed on

10.25%
10.26

10.27
10.28
10.29.

10.30

10.31
10.32

10.33

10:34

10.35

February 22, 2002). -

Amendment Number 6 to the Automatic Flexrble Premium Vanable Life Reinsurance
Agreement with Western Reserve Life Assurance Co. of Ohio, effective September 18,
2001 (incorporated by reference to Exhibit 10.35 to Registrant’s Registration Statement on
Form S-1/A, filed on May 8, 2002). :

Amendment Number 2 to the Automatic- Flexrble Premrum Varlable ere Rernsurance

. Agreement Number 3 with Western Reserve Life: Assurance Co. of Ohio, effective September 18,

2001 (incorporated by, reference to Exhibit 10. 36 to Regrstrant s Regrstratron Statement on
Form S-1, filed on February 22, 2002).

Amendment Number 6 to the Automatic Variable Annurty Rernsurance Agreement with Western
Reserve Life Assurance Co. of Ohio, effective September 18, 2001 (incorporated by reference to
Exh1b1t 10.37 to Registrant’s Regrstratron Statement on Form S-1, filed on February 22, 2002)..

Global Preferred Holdings,. Inc. Stock Incentive Plan and Form of Stock Optlon Grant Certificate
(incorporated by reference to Exhibit 10.38 to Registrant’s Reglstratron Statement on Form S-1,

filed on February 22, 2002).
. Global Preferred Holdings, Inc. ‘Directors Stock Option Plan and Form of Stock Optron Grant

Certificate (incorporated by reference to Exhibit 10.39 to’ Regrstrant s Registration Statement on

~Form S-1, filed on February 22, 2002).

Form of Officer and Director Indemnification Agreement (incorporated by reference to
Exhibit 10.40 to Registrant’s Registration Statement on Form S-1, filed on February 22, 2002).

‘Employment Agreement by and ‘between the Registrant and Edward F. McKeman, effective

January 1, 2002 (incorporated by reference to Exhibit 10 41 to Regrstrant s Reglstratron
Statement on Form S-1, filed on February 22, 2002). :

. Employment Agreement by and between the Regrstrant and Caryl P. Shepherd, effective
 February 1,.2002 (1ncorporated by reference to Exhibit 10.42 to Reglstrant s Reglstratlon
‘Statement on Form S-1/A, filed on March 29, 2002). .

- Form of Stock Option Grant Certificate for S. Hubert Humphrey, Jr. (1ncorporated by reference

to Exhibit 10:2 to Registrant’s Form 8-K,-filed on February 22, 2002).

Employment Agreement by and between the’ Registrant and Bradley E. Barks ‘effective. March 4,
2002 (mcorporated by reference to Exhibit 10.45 to Reglstrant s Registration Statement on
Form S-1/A, filed on March 29, 2002).

Employment Agreement by and between the Registrant and Thomas Bobowski, effective
March 4, 2002 (incorporated by reference to Exhibit 10.46 to Reglstrant s Reglstratlon Statement
on Form S-1/A, filed on March 29, 2002).
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Exhibit

-Number -

10.36*

10.37

10.38

©10.39
10.40

1041

10.42
10.43
10.44

1045

Description

Automatic Pool Reinsurance Agreement, effective April 1, 1998, with American Phoenix Life and

. Reinsurance Company, Swiss Re Life & Health America, Inc.; The Lincoln National Life -
Insurance Company and Transamerica Occidental Life Insurance. Company (incorporatéd by

reference to Exhibit 10.47 to Reg1strant s Registration Statement on Form S-1/A, filed on May 8,
2002). :

Amendment Number 7.to the Automatic Flexible Premlum Variable Life Reinsurance |
Agreement with Western Reserve Life Assurance Co. of Ohio, effective January 1, 2002
(incorporated by reference to Exhibit 10. 48 to Registrant’s Registration Statement on
Form S-1/A, filed on Apnl 19, 2002) '

Amendment Number 3. to the Automatic Flexible Preinium Variable Life Reinsurance
Agreement Number 3 with Western Reserve Life Assurance Co. of Ohio, effective January 1,
2002 (incorporated by reference to Exhibit 10.49 to Registrant’s Registration Statement on
Form S-1/A, filed on April 19, 2002).

Amendment Number 7 to the Automatic Variable Annuity Reinsurance Agreement with Wéstern
Reserve Life Assurance Co. of Ohio, effective January 1, 2002 (incorporated by reference to

_Exhlblt 10.50 to Registrant’s Registration Statement on Form S-1/A, filed on April 19, 2002).
'Frrst Amendment to"Employment Agreement by and between the Registrant and Bradley E. -

Barks, effective July 30, 2002 (incorporated by reference to Exhibit 10.1 to Registrant’s Quarterly
Report on Form 10-Q for the quarter ended September 30, 2002, filed on November 14, 2002).

Lease Agreement by and between the Registrant and Metropolitan Life Insurance Company
effective September 12, 2002 (incorporated by reference to Exhibit 10.2 to Registrant’s Quarterly
Report on Form 10-Q/A for the quarter ended September 30, 2002, filed on November 20,
2002).

Renewal of the Employment Agreement by and between the Registrant and Bradley E. Barks,
effective March 1, 2003 (incorporated by reference to Exhibit 10.1 to Registrant’s Quarterly
Report on Form 10-Q for the quarter ended March 31, 2003, filed on May 15, 2003).

Renewal of the Employment Agreement by and between the Registrant and Caryl P. Shepherd,
effective February 1, 2003 (incorporated by reference to Exhibit 10.2 to Registrant’s Quarterly
Report on Form 10- Q for the quarter ended March 31, 2003, filed on May 15, 2003).

Renewal of the Employment Agreement by and between the Registrant and Thomas J. Bobowski,

.effective March 4, 2003 (incorporated by reference to Exhibit 10.3 to Registrant’s Quarterly

Report on Form 10-Q for the quarter ended March 31, 2003, filed on May 15, 2003).
First Amendment to the Employment Agreement by and between the Registrant and Edward F.

- McKernan, effective April 1, 2003 (incorporated by reference to Exhibit 10.1 to Registrant’s

10.46

10.47

10.48

Quarterly Report on Form 10-Q for the quarter ended June 30, 2003, filed on August 14, 2003).

First Amendment to the Lease Agreement by and between the Registrant and Metropolitan Life
Insurance Company effective July 14, 2003 (incorporated by reference to Exhibit 10.1 to
Registrant’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2003, filed on
November 14, 2003).

-Amendment No. 4 to the Automatic Flexible Premium Variable Life Reinsurance Agreement

Number 3 Between Western Reserve and Global Preferred Re Limited effective July 1, 2003
(incorporated-by reference to Exhibit 10.1 to Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2003, filed on November 14, 2003).

Extension and Tolling Agreement between Registrant and Western Reserve, effective
December 15, 2003.
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Exhibit
Number

16:1

23.1
232
31.1

31.2
32.1
322

99.1

- Description

Letter of KPMG LLP to the Securities and Exchange Commission dated June 26, 2003 regarding
change in certifying accountant (incorporated by reference to Exhibit 16.1 to Regrstrant s Current
Report on Form 8-K filed on June 26, 2003).

Consent of Deloitte & Touche LLP
Consent of KPMG LLP

Certification by Edward F. McKernan, Chief Executive Officer, Pursuant to 18 U.S. C
Section 1350, as Adopted Pursuant to Section 302 of the Sarbanes-Oxléy Act of 2002.

Certification by Bradley E. Barks Chief Financial Officer, Pursuant to 18 U.S.C. Sectlon 1350, as
Adopted Pursuant to Secnon 302 of the Sarbanes-Oxley Act of 2002.

Certlﬁcatlon by Edward F. McKernan, Chief Executive Officer, Pursuant to 18 U.S. C

} Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes- Oxley Act of 2002

Certification by Bradley E. Barks, Chief Financial Officer, Pursuant to 18 U.S.C. Section 1350, as

- Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Safe Harbor Compliance Statement For Forward -Looking Statements. - ‘

* Confidential Treatment has been requested with respect to portions of these documents The ormtted
-portions of these documents were filed separately with the Securities and Exchange Commlssmn
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INDEPENDENT AUDITORS’. REPORTS

The Board of Directors
Global Preferred Holdings, Inc.:

We have audited the accompanying consolidated balance sheet of Global Preferred Holdings, Inc. and
subsidiaries (“Global Preferred”) as of December 31, 2003, and the related statements of income,
stockholders’ equity and comprehensive income and cash flows for the year ended December 31, 2003.
These consolidated financial statements are the respon51b111ty of Global Preferred’s management. Our
responsibility is to express an oplmon on these consolidated ﬁnan01al statements based-on our audit.

We conducted'our audit in accordance with auditing standards generally accepted in the United-
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures-in the financial statements. An
audit also includes evaluating the overall financial statement presentation. We beheve that our audit
provides a reasonable basis for our opinion.

~ In our opinion, the 2003 consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Global Preferred Holdings, Inc. and subsidiaries as of
December 31, 2003, and the results of their operations and their cash flows for the year ended
December 31, 2003, in conformity with accounting principles generally accepted in the Umted States of
America.

/s/ DeLoIiTTE & ToucHE LLP

Atlanta, Georgia
March 29, 2004




The Board of Directors
Global Preferred Holdings, Inc.:

We have audited the accompanying consolidated balance sheet of Global Preferred Holdings, Inc. and
subsidiaries (“Global Preferred”) as of December 31, 2002, and the related consolidated statements of
income, stockholders’ equity and comprehensive income and cash flows for each of the years in the two-
year period ended December 31, 2002. These consolidated financial statements are the responsibility of
Global Preferred’s management. Our responsibility is to express an opinion on these consohdated ﬁnancml
statements based on our audits. ‘

) ,Wé conducted our audits in accordarice with ‘auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes evaluating the overall financial statement presentation. We believe that our audlts
prov1de a reasonable basis for our opinion. ‘

In our opinion, the consolidated financial statements referred to above present falrly, in all materlal
respects, the financial position of Global Preferred Holdings, Inc. and subsidiaries as of December 31,
2002, and the results of their operations and their cash flows for each of the years in the two-year period
énded December 31, 2002, in conformity w1th accounting principles generally accepted in the United

- States of America. - :

/s/ KPMG LLP

Atlanta, Georgia
March 14, 2003
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GLOBAL PREFERRED HOLDINGS, INC.
CONSOLIDATED BALANCE SHEETS

Years Ended December 31,

2002 2003
o ASSETS -
Fixed maturity securities — available for sale (amortized cost of $2,673,762 - . ‘ ,
and $15,057,808 for 2002 and 2003, respectively) ...................... $ 2,798,190  $15,267,477
Equity secuntles — available for sale (cost of $2,009,360 for 2003) ........ . . — 1,998,932.
Other cqulty 1nvestments {cost of $500 000 for 2003) .................... —  ) 501,259
Cash and cash equlvalents ............ P i A15,858,2l56 11,580,045
Reinsured policy-loans.................coiiiii ST 1,115,994, - 1,270,711
Total INVESted @SSELS - . .o oo e s e ‘1‘9,772,440 30,6'-1'8,424‘
Investment income due and accrued . ........ ...t iiii 80,882 197,020
Accounts réceivable . .. ................ e ST . 215,500 44,588
Rcinsilrfc'fl’.ncle"ba‘lances receivable............ e 13,078,949" 2,112 462
Defer.re'dz acquiSition costs ... .. e e . ,'. e 49,850,309 . 45, 607 865
Prepaid expcnsés ................. I [ 888,662 _“519,888
Current income tax recoverable ............ .. .. .l 172,500 48,152
Fixed assets (net of accumulated depreciation of $240,439 and $336,817 for , :
2002 and 2003, respectlvely) ....................................... 215,095 135,495
TOtAl ASSELS « . . v e e e e e e e $74,274,337  $79,283,894
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities: '
Future policy benefits .. ... .$16,923,775  $18,381,390
Reinsurance balances payable. .. ... ... PSP 42,130 169,481
Accrued expenses and accounts payable ............ . i 473,636 517,078
Accrued interest payable . ... ... ... 158,219 - 158,219
Current maturities of long-term debt. .. .. P — 5,000,000
Long-term debt ......... .o e 5,000,000 —
Deferred tax liability ......... ... . ... .. e 8,354,722 9,252,250
Total liabilities .. ... ... 30,952,482 - 33978 418
Commitments and contingencies (Note 10) ‘
Stockholders’ equity:
Common stock, par value $.001, 50,000,000 shares and 15,000, 000 shares
authorized for 2002 and 2003, respectively; 4,149,074 shares issued for
2002 and 2003 ... e 4,149 4,149
Additional paid-in.capital ........ .. ... ... 23,326,026 23,326,026
Accumulated other comprehensive income............................ 82,125 132,331
Retained earnings. ..........vivvvunnnnn e e e 19,958,822 21,892,237
Treasury stock, at cost (7,390 shares)............. e -~ (49,267) (49,267)
Total stockholders’ equity .. ............. S 43,321,855 45,305,476
Tota] liabilities and stockholders’ equity .............c.coivreavnneo.n. .. $74,274,337 ' $79,283,894

See accompanying notes to consolidated financial statements.
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GLOBAL PREFERRED HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF INCOME

" Years Ended December 31,

2001 : . 2002 2003
Revenues: . . o . .
Premiums ........... e R e ho oL 819,240,551 $17,984;9,90 $17,401,266 =
" Reinsured policy revenues. ... ... PR P - 11,237,610 13,839,540 12,796,537
Net investment income ........... R 810,544 741,691 406,993
Net realized gain on investments . . .. .. e I 44,807 . 427,823 21,476
Other iNCOME . ... vvvei et — - 530 62,786
Total Tevenues ................... T .00 31333512 33,014,574, 30,689,058
Benefits and expenses: . ‘ T r )
- Benefits, claims and settlement expenses ................ 6292392 ~ 8,428,898 9,268,559
‘_ Change in future policy benefits. o .o PRI 2,411,335 - ‘_;1‘,525§570' - 1,054,256
~ Reinsurance expense allowances, net. . .. : e " 8,501,197 8,517,836 - 8,1}‘5_,785
" Amortization of deferred acquisition Costsf ............... 3,944,660 7,02-3',815_ . 5,536,83’9
_Operating expenses ............... 0ol 1951634 0 03,119,932 3,386,942
~Costs of withdrawn offering ............. S : — 712000 - —
.~ INterest EXPense . ... ... .voeeieiiieae s .. 378,145 380,116 375,000
Total benefits and expenses.. . . . . . . e .. 23479363 30,708,167 -~ 27,757,381 °
- Income before income tax ....................., L. 7854149 2306407 © 2,931,677
" Income tax eXpense .............. e o (2,391,568) . (738,730) (998,262)
Neét income . ...o..icooeeuinnn... A .$.5462,581 $:1517,677  § 15933415
- Preferred dividends' ................ e 267,104 RN e
~ Net income available to common stockholders .. ....... '$ 5195477 $ 1,517,677 $ 1933415
Basic earnings per shafe . ......... L 8 139§ - 0.537‘ $ - 047
Diluted earnings per share .:.......... Ll e $ 132 0§ 037 $ 047
Weighted average common shares outstanding R 3,742,610 4,141,684 4,121,684
Total weighted average common and common equivalent . x N
shares outstanding ..................... ... e 4,141,684 . ° 4,141,684 4,141,684

See accompanying notes to consolidated financial statements.
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GLOBAL PREFERRED HOLDINGS, INC.
CON_SOLIDATEDY STATEMENTS OF CASH FLOWS

Cash flows from operatlng actlvmes o .
Netincome..................... R
Adjustments to reconcile net income to net- cash provldcd by
(used in) operating activities: §
Amortization and depreciation . . .. .. e R
Costs of ‘withdrawn offering ... ............. PP
Deferred tax expenSc. ool R P S
Net realized gdin on 1nvestments S S,

- Change in: X ‘ '
Investment income due and accrued.....................
Accounts receivable. ... L PR

"+ Reinsurance balances receivable ............ T
Deferred acquisition costs® ...n. ... .. PR
Prepaid expenses '
Current income tax recovcrable e O o
Future. policy benefits ... e
Reinsurance balances payable ..........................

. Accrued expenses and accounts payable .. ..... TR

Accrued interest payable. . .. ... ... ... o
Current income tax payable

Net cash provided by (used in) operating activities .

" Cash flows from investing: activities: - ‘

Proceeds from sale of available-for-sale securities........: IS
Proceeds from principal payments on mortgage-backed

* . securities of available-for-salé securities . .................
Proceeds from maturity of available-for-sale securities .. ......
Purchase of fixed maturity and equity securities .........0...
Change in reinsured policy loans ... .. .. e el
‘Purchase of fixed assets ......................... . ...

Net cash provided by (used in) investing activities

Cash flows from financing actlvmes
Preferred dividends . ............ ... ... ... oo ..
Proceeds from short term debt................... e
Prepaid expenses — costs of thhdrawn offcnng
Costs of withdrawn offermg ‘

Net cash used in ﬁnancmg activities . e e

_ " Net i increase (decrease) in cash and cash cqulvalents . .
Cash and cash equivalents at beginning of period . ........ . ...

Cash and cash equivalents at end of period . .. o e

Supplemental dlsclosurc of cash flow 1nf0rmat10n _
Interest paid . ........ e
Income taxes paid ........... SR e SR R
Change in preferred d1v1dend accrual

Non-cash financing act1vmes -

Treasury shares 1ssued for stdck split fractional shares Ceeee

Years Ended December 31,

2001

2002

. 2003

$ 5,462,581

3,989,418

$ 1,517,677

$ 1933415

70727037 5,633217
T 1,712,000 —
1,054,605 771,649 871,664
(@4307) (427.823)  7(21.476)
(58 497) 91,173 (116,138)
(215,500) - 170912
(209,959) (236,041) " 966,487
< (3,992,590)  (14073855) © '(1,294,395)
(51.216) (762212) - 368774
- (172.500) 124,348
3,885,784 5,012,243 1,957,615
(199,198) (146,688), 127,351
404,565 (71,047) 43,442
(3.137) — e
7,868 © (413,299) v
11,145,417 (341,486)  10,765216
1,674,272 . 9,856,622 421,282
474925 1,096,204 738,085
— . 600,000 800,000
(8127,239)  (1,958013)  (16,831,299)
(146,606) (102,365)  (154.717)
(84.066) (219.928) (16778)
(6208714) 9272520 _(15043427)
(279,349) — —
(277.285) — —
(577.112) 577,112 —
= (1,712,000) —
(1,133,746) __(1,134,888) =
3,802,957 796,146 (4,278211)
4,259,153 062,110 15858256

$ 8,062,110

'$ 15,858,256

$ . 380,116

$ 11,580,045 |

$ 375,000

“$ 381,282

©$ 429,095 § 602,880 §- 12,250

$ (12245 $ . — 3 C
95 — —

See accompanying notes to consolidated financial statements.
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GLOBAL PREFERRED HOLDINGS; INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2002 and 2003

1. .f):rgnnization G _
Global Preferred Holdings, Inc. was formed March 9, 1995 as an insurance holding ‘company.

The consolidated financial statements include the assets, liabilities, and results of operations of Global
Preferred Holdings, Inc. (“Global Preferred”) and its wholly owned subsidiaries, Global Preferred Re
Limited, Global Preferred Solutions, Inc., Global Preferred Resources, Inc. and Preferred Advantage
Insurance Services, Inc. Global Preferred Re is a Bermuda company registered as a long- -term insurer
under the Bermuda Insurance Act 1978. Global Preferred together with its. subsidiaries are referred to
collectlvely as “Global Preferred” unless the context otherwise requires or otherwise as expressly stated.

Global Preferred was formed pnn01pally to provide an opportunity for 1ndependent agents associated
thh -an independent marketing organization to participate indirectly in the reinsurance of,the policies they
sell. Global Preferred’s core business consists of providing reinsurance facilities and services necessary to
establish, manage and maintain reinsurance relationships between independent marketing organizations
(“IMO”) and life i insurance companies. An IMO is an independent organization that contracts with one
or.more insurance companies to distribute and market securities and insurance products. Many of the’
individual agents that purchased equity in Global Preferred are currently associated with World Financial
Group, Inc., an affiliate of AEGON USA, Inc., and collectively own a significant portion of the
outstanding comen"_stock of Global Preferred. To date, the agents associated with World Financial
Group, and its predecessor, have sold all life insurance and annuity policies reinsured by Global Preferred.

“y

Reinsurance is an arrangement under which an insurance company (the “reinsurer”) agrees to
indemnify another insurance company (the “ceding life company”) for all or a portion of the insurance

. risks underwritten by the ceding life company. The reinsurer assumes a portion of the underwritten risk in
'eXchange for a portion of the premium collected. Global Preferred currently assumes portions of mortality
‘and other risks relating to life insurance and annuity pohmes in order to share in the net profits generated

, through the sale of such policies by the independent agents associated with independent marketing

: orgamzatrons

2. Summarv of Significant Accountlng Policies

Consolidation and Basis of Presentation. The consolidated financial statements of. Global Preferred
have been prepared in accordance with accounting principles generally accepted in the United States of
America (“GAAP”). The preparation of financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and the reported amounts of revenues and expenses during the reporting period. Accounts that Global -
Preferred deems to be sensitive to changes in estimates include deferred acqulsrtlon costs” and future pohcy
beneﬁts ‘In all 1nstances actual results could differ from estimates.

“"The accompanying financial statements consolidate the accounts of Global Preferred and its
subSIdlarles VAl srgmﬁcant inter-company balances and transactions have been eliminated.

Investments Global Preferred classifies all fixed maturity securities and equity securities, with readily
determlnable fair values, as “available for sale.” Such securities are reported at fair value. Fixed maturity
securities- available for sale are so classified based upon the possibility that such securities could be sold -
prior to maturity if that action enables Global Preferred to execute its investment philosophy and
appropriately-match investment results to operating and hquldlty needs. Equity securities are classified as
available for sale because Global Preferred does not intend to actively trade these securities. Unrealized
gains and losses on marketable equity securities and fixed maturity securities available for sale, less
applicable deferred income taxes, are reported as a separate component of accumulated other
comprehensive income within stockholders’™ equity:
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GLOBAL PREFERRED HOLDINGS, INC. '
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Global Preferred’s policy.is to reflect an other-than-temporary impairment in-secufities when the fair
value of these securities is lower than the cost basis for an extended period of time. Any such impairment
identified would result in a write-down of the cost basis of the individual security to its fair value to
establish a new cost basis and to reflect a realized capital loss in the consolidated statements of i income.
No impairments in value have occurred which would require Global Preferred to make such an
adjustment. :

- Investment income is recognized as it accrues or is legally due. Income on mortgage-backed securities
includes.amortization and accretion of ‘purchase premiums and discounts using a method that approximates:
a level yield, taking into consideration assumed prepayment patterns. The retrospective ‘adjustment method
is ‘used to adjust for prepayment actlvrty Realized gains and losses on investments using-the spec1ﬁc
1dent1ﬁcat10n methed are included in income.

Fazr Value Disclosure. The. carrymg values of cash and cash equivalents reinsurance receivables and
payables accounts receivables and payables, accrued expenses and short-term debt approximate their fair
values due to the short-term nature of these accounts. Taking into consideration the basis of reinsurance
under the reinsurance agreements, the carrying value of future policy benefits approximates its fair value.
See Note 3 for fair value information covering Global Preferred’s investment portfolio. ‘

Cash and Cash Equivalents. Cash and cash equivalents include cash on hand and on dep051t
purchased with an original maturity of three months or less. Cash and cash equivalents may also mclude
cash i in transit from the sale of securities at year-end.

Deferred Acquzsztzon Costs. Costs of acquiring new busmess, which vary ‘with and are prlmanly
related to the production of new business, have. been deferred to the extent that such costs are deemed
recoverable. from future revenues. Such costs include reinsurance expense allowances paid. to.ceding life .
companies, and may include certain other underwriting costs, such as actuarial, legal and accounting fees.
Deferred acquisition costs are amortized over the hves of the underlying policies with regard to the terms
of the reinsurance agreement. a

On those policies reinsured under a renewable term agreement, deferred acquisition costs are -
amortized in proportion to the premium revenue related to the mortality risk reinsured. Such premium
revenue is estimated using the same assumptions used for computing liabilities for future policy benefits.
Such assumptlons include estlmates of expected investment yields, mortality, persistency and expenses
applicable at the time the policies are reinsured. Original assumptlons on renewable term business continue
to be used in subsequent accounting periods to determlne changes in the deferred acquisition costs unless a
prermum deficiency exists. Under the renewable term agreements, the amortization is in proportlon to the
ratio of premiums collected dunng the then current penod to total antlclpated premlums and is adjusted to
reﬂect actual persistency of the i insurance in force.

For policies reinsured under a coinsurance or modified coinsurance agreement deferred acqulsmon
costs are amortized in proportion to expected gross profits associated with mortality margins, investment
margins, surrender charges and expense margins reinsured. Management periodically reviews Global
Preferred’s assumptions concerning future experience with regard to mortality, persistency, investment
yields and expenses in determining its estimates of future gross profits. Upon adoption of any change in -
assumptions used ‘with regard to future experience, the amortization of Global Preferred’s deferred '
acqulsmon cost will be recalculated and w111 be reflected during the then current accounting period.’

Remsurance Expense Allowances Allowances generally represent a. pereentage of each reinsurance
premium that is paid or allowed by Global Preferred to the ceding life company for each policy reinsured
in recognition of commissions and other expenses associated with the reinsured policies. These other
expenses relate to costs associated with underwriting, marketing, policy issue and maintenance. The
reinsurance expense allowances represent Global Preferred’s share of acquisition and maintenance expenses
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GLOBAL PREFERRED HOLDINGS;,-INC.
NOTES;TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

incurred by the ¢eding life company that are attributable to the risks reinsured. Allowances are shown net
of amounts deferred as policy acquisition costs.

" Fixed Assets. Fixed assets are sﬁated_ at cost less accumulated ‘depreciation. Depreciation is
calculated on the straight-line basis over the estimated useful lives of the related assets, which range from
three to seven years.

Future Policy Benefits. -Liabilities for future benefits on life insurance. policies are established in an
amount believed to be adequate to meet the estimated future obligations on policies in force. Liabilities for
future policy benefits under long-term life insurance policies have been computed based on estimates of
investment yields, mortality- and withdrawal rates expected at the time. the policies are reinsured, and other
assumptions including estimates for incurred but not reported claims. These assumptions include a margin
for adverse deviation and vary with the characteristics of the plan of insurance, year of issue, age of
insured and other appropriate factors. The assumptions for estimated investment yields are based upon
various factors including then current yields on Global Preferred’s investment portfolio and market rates
for new investments. Interest rates used in estimating future policy benefits ranged from 5.5% to 7.0% at
the time the policies in force ‘were reinsured. The mortality and withdrawal assumptions are based on
Global Preferred’s experience, industry experience and industry standards. Policy and contract reserves are
included in the liability for future policy benefits on-the consolidated balance sheets.

Liabilities for future polic'y benefits under the coinsurance and modified coinsurance agreements equal
reinsured policy account balances on the underlying life insurance policies and annuity contracts. With
regard to the separate account benefits reinsured on a modified coinsurance basis, Global Preferred records
such liabilities as-an offset to related assets as its intentions and rights under the agreements with the
ceding life-companies meet the appropriate conditions governing rights of setoff. The nature of separate
account benefits under variable life insurance policies or variable annuity contracts do not permit Global
Preferred-to reinsure those benefits on-a coinsurance basis. Global Preferred reinsures the fixed account
portion of annuity contracts and life insurance polices only on a coinsurance basis and, accordingly, the
liabilities for that portion of the reinsurance are recorded as future policy benefits.

Inconie Taxes. ~Global Preferred uses the asset and liability ‘method to record deferred income taxes.
Accordingly, deferred tax asséts and hablhtles are recognized for the' future tax consequences attributable
to differences between the financial statement carrying amounts of existing assets and liabilities and thelr '
respective tax bases, usmg an effective federal tax rate of 34%. Statement of Financial Accounting
Standards (SFAS) No. 109, Accounting for Income Taxes spemﬁcally excludes recognition of the “small
life insurance company deduction” available under Section 806 of the Internal Revenue Code for .
quahfymg life insurance companles This special deduction can reduce the effective federal income tax rate
from 34% to less than 20% depending upon the amount of taxable income. Consequently, the effective tax
rate on Global Preferred’s earnings may ultimately prove:to be less than the deferred income tax liabilities
and related expenses' determined under SFAS No.109 at December 31, 2003. :

Recognition of Revenues and Related Expenses. Re1nsurance premlums received under the
renewable term agreements are _recognized as revenue over the premium paying periods of the reinsured
policies. Benefits and expenses are assocmted with earned premiums so that profits are recognized over the
life of the related contract. This assomatlon is accomplished through the provision for future policy benefits
and the amortization of deferred acquisition costs. Other revenue consists of non-recurring items other
than reinsurance premiums or investmeént earmngs and is recognized upon completlon of the related
earnlngs process. : : :

Remsured Polzcy Revenues.. Reinsured policy revenues are:recognized as-earned and represent the
policy mortality and expense charges, cost of insurance charges net of retrocession reinsurance premiums,
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GLOBAL PREFERRED-HOLDINGS; INC. .
‘NOTES -TO CON’SO‘I:;ID'ATED FINANCIAL STATEMENTS — (Continued)

pohcy -admiinistration charges, assei-based allowances and deferred: sales charges that have been assessed
agamst the remsured pohcy account« balances under the comsurance and modrﬁed coinsurance agreements.

Earmngs Per Share Basm earmngs per share 18 computed based on the we1ghted-average number of
common shares outstandmg during the period; in’ accordance with: SFAS No. 128, Earnings Per Share. -
Diluted earnings per share are. computed based on the total we1ghted-average number of common and
common equivalent. shares outstanding dunng the period. Outstanding stock options, all of which were
granted in 2003, were anti- d11ut1ve for the year ended December 31, 2003.

The shares used in the. computatlon of Global Preferred’s basic. and dlluted earmngs per common
share are as follows: L

Years Ended December 31,

a 2001 2002 2003 -

o - A (Shares in thousands)
Werghted-average Gomimon shares outstandmg e 3,742.6  4,141.7 41417
Dilutive effect of preferred stock and convertible debenture S 1118 —_

Werghted-average common shares outstandlng, assummg dllutron ‘74,4521'.4 . 4 1417 4, 141.7

For the year ended December 31, 2001 we1ghted average common shares outstanding, assuming
dilution, include ‘the, incremental’ shares that. would be issued upon the conversion of the convertible note
issued to Money. Services, Inc. and-the conversion of the preferred stock. The conversion price of the note
is $15.99 per common- share based on the maturity value of the convertible note. For the years ended
December 31, 2002-and 2003, the incremental shares issued and the income impact upon the conversion of
the convertible note were excluded because they would have been anti-dilutive. The outstandlng stock
~ options along with the: convertlble note could be dilutive in “the futirre.

:

The.income avallable t¢' common shareholders uséd in the computatlon ‘of Global Preferred’s basic
and diluted earnings per common share are as follows: ) : , . ‘
- o 'f e et :t'j_ _ . . Years Ended December 31,

e e e et S 20001 . . 2002 2003
e S . - (Dollars in thousands) '
Income avarlable to common shareholders . SO ‘.' ....... ‘ $5‘,l95.5(_, $1,517.7 ‘$.l,93'3‘.'4‘ .
Income impact of assumed conversion: of preferred stock and ' C S W
~ convertible debenture. S S N -530.0 — . —

Income available to comrnon shareholders w1th assumed - ‘
conversron ..... ...... e $57255 $1,517.7 $19334

Common Stock ‘On July 12, 2001 the board .of dlrectors declared a-three-for-two stock spht in the
form of a stock dividend, consisting of 1.25 millionshares, payable to stockholders of record at the close of
business on August 24, 2001. The stock split;was distributed.on September 7, 2001. Fractional shares were
- adjusted up to the next share usmg shares of treasury stock. Nlnety-ﬁve treasury shares were issued for the

fractional shares. Share and per- share amounts have.been retroactrvely adjusted to reﬁect the stock split on
the consolidated statements of income. Shares of convertible preferred stock issued in June and July 2000
‘were converted to common stock on January 1, 2002 No other changes to our common stock occurred
* during 2002 or. 2003 : - : ‘

Stock Compensatzon Plan Global Preferred' appliés »Ac‘counting’ Principles Board (APB) Opinion -
No. 25, Accounting for Stock Issued to Employees, and related interpretations, in accounting for stock-
based compensation plans. Global Preferred has adopted the disclosure-only provisions of SFAS No. 123,
Accounting for Stock-Based Compensatzon
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. Global Preferred’s employee stock 1ncent1ve plan and directors.stock.option plan (the “stock option
plans’”). are accounted for under the .intrinsic value recognition. and measurement principles of APB
Opinion No. 25, Accounting for Stock Issued to Employees and related Interpretatlons As the exercise
price of all options granted under the stock’ ‘option plans ‘was not less-than the-fair value of the underlying
common ‘stock on the grant date, no stock-based empioyee compensatron cost-is recognlzed in'net income.
The following table illuStrates the eﬁ‘ect on-nét income arid edrnings per share if Global Preferred ‘had
applied-the fair value recognition prov151ons of SFAS No 123 Accountmg for Stock Based Compensatzon,
to the stock optron plans as of thedates reported. - : -

For“purposes of this: pro-forma’ disclosure,:the- estimated falr value of the options is assurhed to be
amortlzed as a stock based compensatlon expense over the options’ vesting periods. o
’ Years Ended December 31,
2001 2002 2003

(In thousands — except
, per share amounts) .

Net income, as reported ............. ‘. e . t$5 195 5 .81, 517 7 .81, 933 4
Less: Total stock-based employee compensatlon expense

‘détermined under the faif valué method for'all awards, net of ‘ o
tax ...... S P e IR e — = (161)

[

..Pro-formei rret inc'ome ;'. ‘ }5:. .. ;,_‘.,$5,,1)95,5‘,"‘ $1,51"i.7 $1 917 3.

’ Reported basic earmngs per eommon share e RS $ 7139 ‘$037 § 0.47j‘i"
- Reported dlluted earmngs per common share. . . . $ -w/,l.\32v $ ’ 0.37 $ 047 - :
Pro-forma basic earnings per comm_on share i - : . ""'$:‘ "1.39 $ 037 § 0.46

v Pro forma drluted earnings per common share. '. e e N$ ‘1;3.2 h $ 0.37 $ . 0.46

[

Recent Accounting Pronouncements SFAS No. 133, dccounting for Derivative Instruments and
Hedging Activities, as amended and interpreted, establishes accounting and reporting standards for
derivative instruments, 1nclud1ng certain derivative instruments embedded in other contracts, and for
hedging activities. It requ1res that an entity recognize all derivatives as either assets or liabilities on the
balance sheet and measure those instruments at fair value. Thé aéColinting for changes in the fair Value of
a derivative will be included in either earnings or other comprehensive income depending on the intended
use of the derivative instrument. The provisions of SFAS No: 133 do not have a material impact on
Global Preferred’s financial statements. In 2003, SFAS-No. 149, Amendment of Statement 133 on

Derivative Instruments and Hedging Acttvmes was issued. This statement amends and clarifies financial
accounting and reporting for derivative instruments, including certain derivative instruments embedded in
other contracts.and for.hedging activities under SFAS No. 133. The, prov1s10ns of SFAS No. 149 did not
have -a material impact on Global. Preferred’s financial statements, Sl e oo

In Apr11 2003, the Fmanc:lal Accountmg Standards Board (“FASB”) cleared Statement 133 »
Implementatron Issue No. B36; Embedded Derzvatzves Modzﬁed Coznsurance Arrangements and Debt "~ ]
Instruments That Incorporate Credit Risk Exposures That Are Unrelated or Only Partially Related 1o the™
Credttworthmess of the Obltgor Under THose Instruments which includes guldance with respect to ” ‘
modified coinsurance arranigements 1nvolv1ng fixed account products Global Preferred does not reinsure o
the fixed account of any product on a modified coinsurance basm and therefore this issue did not havé a
materral impact on Global Preferred’ ﬁnancral statements. LR SN

[
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« In 2002, the FASB issued-SFAS No. 148, Accounting for Stock-Based Compensation-Transition and
Disclosure. Global Preferred has implemented the.disclosure requirement of this standard in conjunction . .
with 1ts reportmg of employee stock compensatxon :

In May 2003 the FASB issued SFAS No. 150 Accountmg for Certain Financial Instruments wzth
Characteristics of both Liabilities and Equity. The provisions of this statement provide guidelines on how
companies recognize certain financial instruments with characteristics of both liabilities and equity. It
requires certain financial instruments, which were previously treated as equity, to be classified as a liability.
The provisions of this statement are effective for financial statements issued on or after Juné 15, 2003,
‘with the exception of certain mandatorily redeemable non-controlling interests. The adoption of this
statement did not have a materlal 1mpact on: Global Preferred’s financial statements.

" In November 2002, FASB issued Interpretatlon No. 45, Guarantor’s Accounting and Disclosure”
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others and in January
2003, FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities, as revised by
Interpretation 46R, issued in December 2003. The issuance of Interpretatlon No. 45, dld not have a
material impact on Global Preferred’s. financial statements. The issuance of Interpretanon No. 46 is not
expected to have a material lmpact on Global Preferred’s ﬁnanc1a1 statements

',I‘n.,Jul‘y 2003, the Accountmg;‘Standards Exécutive. Committee issued Statement of Position
(SOP) 03-1, Accounting and Reporting by Insurance Emerprises for Certain Nontraditional Long-

. Duration. Contracts and ,for Separate Accounts.- The prov151ons of this SOP are effecnve for financial
statements for fiscal years’ beginning after December 15, 2003 and require, among other things, that
liabilities be established for guaranteed minimum death benefits for certain variable-annuity policies. The
guaranteed‘mlmmum death. benefit. 11ab111ty i§ estabhshed with the change in the liability included in gross -
profits used to determine the amortization of the deferred acquisition costs. This change may result in an ’
increase’in the liability for future pohcy benéfits and an oﬁ"settmg increase in deferred acquisition costs.
Global Preferred does not expect these changes fo have 4 material impact on its ﬁnanc1a1 statements.

Re_classzﬁcatzon. Global Preferred has reclass1ﬁed the presentatlon of certaln 2001 and 2002
information to conform to_the 2003 presentation.

3. Investments

‘Major categories of net investment income consist of the following: -
St o o " Years Ended December 31,

RN A 2001 co0 2002 0 - © 2003
Fixed, ‘maturity securities .. ...l e ... §$718583 $716,165 $271,307
Equxtysecuntles.................,,.k.:.,,‘. ..... e — — 15,178

" Cash and cash equivalents . . .. I 147 447 ) ; 93,125 188, 303

866,030 809290 474,788
Investment EXPenses ... .. ...\ et eiie et (55,486)  (67,599)  (67,795)

Net investment inCOME . .. ... vvvvrsiessere $810,544  $741,691  $406,993
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+ The amortized cost, unrealized gains and losses, and estimated fair values of fixed maturity and-equity
securities at December 31, 2002 and 2003 are as follows: ' .

Amortized Unrealized  Unrealized - :

) - Cost Gains Losses Fair Value

2002 '

Fixed maturity securities, available for sale: 4 ‘
COIPOTALE ... iieieeiienn $ 1,191,270 $ 46,180 $§  — $ 1,237,450
Asset-backed securmes ....... S 398,442 18,117 — - 416,559
Mortgage-backed securities. . .......... 1,084,050 60,131 . - 1,144,181 - -

Total .......... e ... $2673762 $124428 $ - — $ 2798190

2003 , ' '

Available for sale: ,

Fixed maturity securities:
U.S. government corporations and _ . ' - ,
AgENCieS . ... ... .. $ 3,993,105 '$ 39,083 § —  $ 4,032,188
“ Corporate ............ e 10,701,005 154377 5,639 10,849,743
Mortgage-backed securities. ......... 363,698 21,848 — 385,546
- Total-............ P 15,057,808 215,308 5,639 - 15,267,477 - -
Equity Securities. ... ................. 2,009,360 19~ _ 10,447 1,998,932
- Total fixed maturity and equity , - : . ‘ o SR
securities, available for sale.......... $17,067,168  $215,327 § 16,086 $17,266,409.

There were no investments in any entity in excess of 10% of stockholders’ equity at December 31,1' .
2002 and 2003. Fixed maturity securities are valued based upon quoted market prices. )

At December 31, 2003, the contractual matuntles of investments in fixed maturity securities were as

follows:
Amortized Cost Fair Value

Available for sale: ‘ .
Due inone year or less . ........ovvriireiinnnninennnannn. $ 893726 $ 9127255

Due after one year through five years .................... S 8,808,822 8,891,136
Due after five years through tenyears....................... 4,991,562 5,078,540
Mortgage-backed secuntles ................................. 363,698 385,546

Total. . ... . e $15,057,808  $15,267,477

Expected maturities will differ from contractual maturities because some 1ssuers have the rlght to call
or prepay obligations with or without call or prepayment penalties.
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Proceeds from sales of fixed maturity securities ayailable for sale. for the years’ended.Dec_ember 31,
2001, 2002 and 2003, were $1,674,272, $9,856,622 and $421,282 respectively. No sales of equlty securities
occurred in 2001, 2002 or 2003 Components of real1zed galns and losses are summarized in the followmg
table: : ..

_ 2001 2002 2003
Fixed matunty securities, avallable for sale: _ ‘- ' ) .. -
Gross realized gains ...... . e et $47 180 $450,724 - $21,476
Gross realized losses ....... S R T (2,373) (22,901) —
_ Net reahzed gain on 1nvestments Lo .. ..... S .?. o $4;1-8l)7 $427, 823 $2l 476 ’

A

Changes in net unrealized gains (losses) were $279 051 ($249 100) and $76, 070 for the years ended
December 3l 2001, 2002 and 2()03 respectrvely :

4, Policy Liabilities

Changes i in the liability for. unpald pollcy clalms are summanzed as. follows

ey Years; Ended December 31,
- 2001 - .. 2002 2003

Unpa1d life ‘claims — Jariuary 1 ..... T $2;'1-19,1’515 . $1,538,385  $1,645,065.-
Add claims incurred during the year related to: * S _‘ S o _ .
Current year .%....0o...ve DU AL e L 6, 577, 441" 8,179,749 19,027,513 -
“Prioryears. ..ot 2 +32,000 -_249,149 - 241,046
Total incurred(1) ... ooovoon . Lo 6,609441 8',428',898 79,268,559
" Less claims paid during the year o o N S
. On claims incurred dunng current year ..... . ..... 6,Q68,l_09 7 511 575’ 8,‘519,602
On claims incurred dunng pnor years e - 1,122,098 . < 810, 643 843,834
Total paid .......0.. 00l T 7190207 8322218 9363436

Unpaid life clarms—December Bl 81,538,385 | $1645065  $1,550,188

" (1) Total incurred plus the change in the experience refund for the year equals-the -amount shownﬂ on the
.consolidated statements of income on line titled “Benefits, claims and settlement expenses.” Change
in the experience refund for the years ended December 31, 2001, 2002 and- 2003, were $3l7 049 $0
and $0 respectrvely

.The amount of claims 1ncurrcd durlng the year related. to the prior year are primarily the result of the
number of deaths that occur late 'in the prior year, usually December, which arethen reported early in the
following year, usually January. This reprcsents the normal. lag associated with when a-death occurs and
when Global Preferred.is notified of the death and varies depending on the number of deaths occurring:
late in any given year. These unpaid policy. cla1ms are. 1ncluded in the liability’ for future pol1cy benefits- on
the consolidated balance sheets S . « L . i
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'8, Reinsuranc’e

_ As of December 31 2003, Global Preferred has seven reinsurance contracts and one retrocessmn
agreement. All policies reinsured under the reinsurance agreements are self-administered by the cedlng life
companies. The ceding life companies provide Global Preferred with all information necessary for
processin'g the sreinsurance, including claims.

In July 2001 Global Preferred and World Financial Group entered into an amended d1rected
reinsurance agreement, whereby World Financial Group will, for a period extendmg through June 8, 2008,
use commercially reasonable best efforts to assist Global Preferred in attaining the opportunity to reinsure
all insurance products sold by its-agents for insurance companies with which World Financial Group has
selhng agreements other than Western Reserve Life Assurance Co. of Ohio (“Western Reserve”) and
Western Reserye’s affiliates. -Additionally, the agreement provides that World Financial Group.will use
commercially reasonable best efforts to cooperate with Global Preferred in its negotiations to estabhsh
reinsurance relationships with life insurance companies and prov1de certain benefits to the companies that
reinsure their business through Global Preferred. :

Also in July 2001, Global Preferred entered into the First Right Agreement with Western Reserve
that provides Global Preferred Re a first right to reinsure certain new products issued by Western Reserve
or its U.S. affiliates that are sold by agents associated with World Financial Group. These rights
automatically extend for one-year renewal periods unless either party gives notice of termination 180 days
prior to the explratlon of the applicable-i 1n1t1a1 or renewal term. Under this agreement,. Global Preferred
possesses the following nghts to: B

. commence reinsurarice of Freedom Elite Builder vanable umversal 11fe insurance pohc1es and riders
. issued from January 1, 2002 through December 31, 2002 up to 20% on a coinsurance and .modified
) comsurance ba51s ' S

« commence Teinsurance of any smgle life Varlable unlversal life 1 insurance pohc1es and nders issued
. from January 1, 2003 through March 31, 2005 up to 20% on a comsurance and modified
* coinsurance bas1s Thls contractual right is sub]ect to certam premlum productlon requ1rements

. prospectlvely reinsure all new smgle life Vanable umversal hfe insurance policies.up to 20% on a
monthly renewable ferm basis at 105% of premium rates othérwise available from certain

’ commermal reinsurers. This right extends through March 31, 2006 and i is subject to certain
premlum production requlrements and

"« commence or-increase reinsurance.on certain variable annuity policies issued from January [, 2003

through December 31,2004 up to 40% on a comsurance and modlﬁed coinsurance bas1s ‘subject to

certain premlum productron requrrements R S : st

In order to exercise its contractual rights under the Western Reserve agreements (a) certam volumes
of 'direct written variable -annuity premiums or variable universal life premiums issued by Western Reserve
or.its U.S. affiliates must be achieved in the previous calendar year and (b) Global Preferred must
demonstrate “sufficient capacity,” which.is defined as having unassigned invested securities-and: anticipated
cash flows in a sufficient amount to meet expected reinsurance settlements. for the ensuing two calendar
years. with regard to-the increased reinsurance. Global-Preferred’s decision-to exercise its contractual rights
will be based on a number of relevant factors, including the attractiveness of the reinsurance rates..
prescribed by the agreement, the volume of business and Global Preferred’s available capital. Certain of
" Global Preferred’s contractual rights would have expired at December 31, 2003 and thereafter, but have
been indefinitely extended to a date 90 days following receipt of written notice by either party. Western’
Reserve has indicated to Global Preferred, through informal reports, that total premium production
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requirements were not met for the reinsurance of variable universal life policies issued in 2003 and 2004

and for variable annuity pohcles 1ssued In 2004

Effective January 2002, Global Preferred amended certam of its reinsurance agreements with Western

Reserve to:

+ Increase its reinsurance quota share percentage on variable annuity policies, which were issued from
January 1, 1999 through December 31, 2001, from 10% to 14%: The amendments also provided
that Global Preferred reinsure 14% of certam new variable annuity policies issued from January 1,

2002;

« Convert its reinsurance of Firiancial Fréedom Builder variable universal life insurance policies, '
issued from April 1, 2001 through December 31, 2001, from a monthly renewable term basis to a
coinsurance and modlﬁed coinsurance bas1s and ' '

» Begin remsunng certam newly issued Freedom Elite Butlder vanable umversal life insurance
policies issued from July 1,2001 through December 31, 2001 on a coinsurance and modlﬁed

coinsurance basis.

The net effect of all remsurance agreements on premxums and pollcy revenues is as follows:

- Reinsurance assumed.............. ... ...
Reinsurance ceded.... oot L1 e

Years Ended December 31,

2001 2002 - 2003
........ $30,993,041  $32,318,207  $30,665,247
....... (514.880) _ (473,677) _ (467,444)
.. $30478,161  $31,844,530.  $30,197.803

The net effect of all relnsurance agreements on benefits, claims and settlement expenses is as follows:

Reinsurance assumed........... e
Reinsurance ceded ......................

Net benefits, claims and settlement expenses

Years Ended December 31

2001 2002 - 2003
N §6,299,510  $8,368,898  $9,431,944
.......... (7.118) 60,000 (163,385
.......... $6,292,392  $8,428.898  $9,268,559

The 1mpact of reinsurance on life insurance in force is as follows (in millions):

Life insurance in force

Years Ended December 31,

2001 2002 2003
..................... $9,082 $8.451  $7.606
...................... (156)  (155) . (131)
...................... $8,926 $7,475

$8,296
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6. Deferred Acqulsmon Costs

The amount of policy acqulsmon costs deferred and amortlzed is as follows
Years Ended December 31,

2001 . 2002 2003
Beginning of year....... T L $42,752339  $42,800,269  $49,850,309
Capitalized ............. e 3992590 © 14073855 1294,395
Amortized ... SR (3.944,660) _(7,023.815) _(5.,536,839)
End Of Year. ... oot - $42,800269  $49,850,309  $45,607,865

‘ The amendment of certain reinsurance agreements with, Western Reserve effectlve January 1, 2002
resulted in an 1ncrease in deferred acqu1smon costs capltahzed of $8 120, 168 in 2002

7. Income Tax

"Under current Bermuda law, Global Preferred Re is not required to pay any taxes in'Bermuda on
either income or capital gains. Global Preferred Re has received an assurance from the Minister of
Finance in Bermuda under the Exempted Undertaking Tax Protection Act 1966 of Bermuda that if any
legislation is enacted in Bermuda that would impose tax on profits or income, or on any capital asset, gain
or appreciation, or any tax in the nature of estate duty or inheritance tax, then the 1mposmon of any such
tax will,not be:applicable to Global Preferred Re or to any of Global Preferred’s operations or shares,

* debentures or other obligations until March 28, 2016.

Effective January 1, 1996, Global Preferred Re made an. irrevocable election to be treated as a
domestic insurance company for United States Federal income tax purposes under section 953(d) of the
Internal-Revenue Code of 1986, as amended (the “Code”). As a result of this “domestic” election, Global
Preferred Re is subject to U.S. taxation on its worldwide income as if it were a U.S. corporation. Global
. Preferred determines its income tax expense and Hability in accordance with SFAS No. 109, Accounting
for Income Taxes. " : :

Total income tax expenses (beneﬁt) for the years ended December 31, 2001 2002 and 2003 were
allocated as.follows:

' Years Ended December 31,
2001 2002 2003

Tax attributable to: :
" Income from continuing operations ................... $2,391,568  $788,730  $998,262

Unrealized gains (losses) on securities available forsale § 94,877 $(84,694) § 25,864

The federal income tax expense from continuing operations for the years ended December 31, 2001,
2002, and 2003 is as follows:

Years Ended December 31,

, 2001 2002 2003
Current ... $ 436963 § 17,081 $126,598
Deferred ............ e P 1,954,605 771,649 871,664

Total .. $2,391,568  $788,730  $998,262
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The income tax expense from continuing operations for the years ended December 31, 2001, 2002 and
2003 differed from the amounts computed by applying the U.S. federal income tax rate of 34% to income
before income taxes as a result of the following: :

Years Ended December 31,

) . ‘ 2001 2002 2003
Computed expeotedi tax expense ........ e $2,670,411  $784,178  $996,770
Small life insurance company deduction.................. . (269,976) — _
Other,net ... ..., S .. - (8867) 4,552 1,492
CTotal L §2,391,568  $788,730  $998,262

' Durmg 2001, Global Preferred was able to benefit from the “small 11fe insurance company deduction”
avallable under Sectlon 806 of the Code it rates less than 34%

" Deferred income taxes reﬁect the net tax effects of temporary differences between the carrying valies
of assets and liabilities for financial reportlng purposes and federal income tax purposes. The net deferred
tax liability at December 31,°2002 and 2003 is composed of the following amounts:

o 2002 2003 ¢
" Deferred tax ‘assets: . ' ’
Alternative minimum ' tax credit . . .................. DU $ 7,213 § 133811
Capital losses realized in excess of gains................... ... . — —
& Reserve differences ..:.:...... e e 6,235,403, . 5,337,975
~ Net operating loss carry-forward ............................ 2,867,333 819,552
- ‘DAC tax capitalized ..o\, ... .o S 450,453 463,410
Other............... R 33,795 124,297
Gross deferred tax assets............... SRR e 9,594,197 6,879,045
Deferred tax liabilities: _ . A
Policy benefit reserves . ................. ..., _ e . 957,508 556,451
Deferred acqu1s1tlon COSES .t e 16,949,105 15,506,674
Unrealized gdin on securities available for sale ................ ‘ 42,306 68,170 -
Gross deferred tax ligbilities . . ..., 17,948,919 16,131,295
Net deferred tax liabilities ........... e $ 8354722 § 9252250

There were no valuation allowances for deferred tax assets as of December 31, 2002 and 2003 since it
is management’s belief that it is more likely than not that the deferred tax assets will be realized. This
assessment is made based on the scheduled reversal of deferred tax liabilities, projected future taxable
income, and tax planning strategies. At December 31, 2003, Global Preferred has net operating loss carry-
forwards for income tax purposes of $2.4 -million, whxch begin to expire in 2018.

8. Related Party Transactwns

Global Preferred 1ssued a $5.0 m11110n convertlble note, due July 29, 2004, to Money Services, Inc., a
subsidiary of AEGON USA, Inc. The note bears simple interest at a rate of 7.5% per year and is currently
convertible into 312,750 shares of Global Preferred common stock. If Money Services were to convert the
note, it would own approximately 7% of Global Preferred’s outstanding common stock as of December 31,
2003. Global Preferred has. the option to redeem the note, in whole or in part, until July 29, 2004. In order
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to redeem the note before maturity, Global Preferred must pay all principal, plus interest accrued from the
date of the note through the redemption date at a higher effective interest rate of 9% per annum. World
Financial Group and Western Reserve are subsidiaries of AEGON USA, Inc. and therefore are entities '~
related to Money Services due to the common ownership.

In J uly 2001, Global Preferred entered into an agreement with World Financial Group, which requires
that World Financial Group will use its commercially reasonable efforts to assist Global Preferred in
attaining the opportunity to reinsure all insurance products sold by its agents for insurance companies with
which World Financial Group has selling agreements, other than Western Reserve and Western Reserve’s -
affiliates.

Global Preferred has four separate reinsurance agreements with Western Reserve that cover variable
universal life insurance and variable annuity policies issued by Western Reserve on or after various dates
after January 1, 1992 which were sold by the agents of World Financial Group and its predecessor. Also in
July 2001, Global Preferred entered into the First. Right Agreement with Western Reserve. The First
Right Agreement provrdes Global Preferred the right to reinsure certain pohcres issued by Western
Reserve or its U.S. affiliates which agents assocrated wrth World Financial Group sell.

The life insurance companies for which Global Preferred provides reinsurance, pay commissions to the
agents of World Financial Group for sales of life insurance and annuity contracts reinsured by Global
Preferred. As 4 result of such relationships, the interests of World Financial Group may conflict with
Global Preferred’s interests in negotiating reinsurance agreements. '

Global Preferred occupied office space in Duluth, Georgia until October 2002 when Global Preferred
moved to its current location. Western Reserve was the landlord on the space that Global Preferred
previously occupied. Global Preferred’s monthly rent on the former space was $3,482, plus its proportronate
share of the taxes. :

World Financial Group, and its predecessor, provided corporate services to Global Preferred during
2001 and 2002. These services included computer network system maintenance, facilities maintenance,
security, mail services, utilities, postage, telephone and copier service. Global Preferred incurred $46,498
and $108,158 of costs for these services from World Financial Group; and its predecessor, for the years
ended December 31, 2001 and 2002, respectively. The majority of the increase in these costs in 2002
reflected the set-up and maintenance of a stand-alone computer network system for Global Preferred.
Concurrent with Global Preferred’s move into its new office space, World Financial Group ceased
prov1d1ng these services.

Due to the relationships among Global Preferred, World Financial Group, Western Reserve, Money
Services and AEGON USA, conflicts of interest may arise with respect to existing’ and future business
dealings, 1nclud1ng :

« the terms of World F1nanc1a1 Group s selhng agreements (mcludrng comm1551on arrangements) and
Global Preferred’s reinsurance relationships with life insurance companies;

. agreements among Global Preferred, World Financial Group, Western Reserve Money Servrces
AEGON USA and their affiliates;

. poten‘tral acquisitions of propertres or businesses;
« potential divestitures of properties or businesses; and

. » the issuance of securities by,‘Global Preferred.
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In. 1995, Global Preferred_Reventered into an agreement with InternatronalAdwsory: Services, Ltd.
(“IAS”), formerly CFM Insurance Managers, Ltd. and a subsidiary of IAS Global Captive Group, Ltd:,
which provides professional insurance management services to.international companies operating in
Bermuda. C. Simon Scupham, 4 director of Global Preferred and of Global Preferred Re, is a director of -
IAS Global Captive Group. Pursuant to this agreement, 1AS acts as the managing agent and the Principal
Representative for Global Preferred Re in.Bermuda. This agreement is for an unlimited duration, but may
- be terminated- by. either-party upon three months prior written notice or upon 30 days prior written notice
~ under specified circumstances. Global Preferred paid $60,000 in fees during.each of the years ended

December 31 2001 2002 and 2003 pursuant to the agreement wrth IAS

- As of December 31, 2003 S. Hubert Humphrey, Jr. was the beneficial owner of 20. 5% of Global
Preferred’s outstanding common stock. ‘Effective December 28, 2001, Mr. Humphrey retired from the
board of directors and all of the positions he held with Global Preferred and with Global Preferred Re:
Global Preferred agreed:to. grant to:Mr. Humphrey, upon successful completion of a'firm commitment,”
underwritten registered public offering.on or before December. 31, 2003, options to purchase 100,000 shares
of Global Preferred.common stock. No.such offering was.completed on. or- before December 31, 2003 and
Global Preferred’s obligation ‘to issue such.options expired. - - .. ' ; B

- Global Preferred has written employment agreements with various executives. These agreements
govern employee conduct and Global Preferred’s obligation to compensate such key employees. The
agreements.expire December 31, 2004 or.December- 31 2005 and are renewable by agreement of the-
parties_for addrtronal -one-year periods. . S :

9, Statutory Restrictions-

" Global Preferred Re is a Bermuda company registered. as a'long-terni insurer under the Bermuda
Insurance Act-1978 (the “Insurance  Act”) and as such is: subJect to the restrictions of the Insurance -Act.’
Stdtutory assets and liabilitiés refer to' those assets and liabilities recorded on the statutory balance sheet :
requ1red by the Insurance Act Under the Insurance Act Global Préferred Re ' ’

. Must mamtam the requrred minimum solvency margrn (the value of its long-term busrness assets
exceed the amount of its long-term business liabilities by at least $250,000) and is prohlblted from
‘declarlng or paymg any dividends dunng any ﬁnan01al year if if is'in breach of its minifum .
solvency margln or’ 1f the declaratlon or payment of such dlvrdends would cause it to fail to- meet ‘

"‘such margrn ) ) . T !

P

. Is prohrbrted wrthout the approval of the Authorrty, from reducmg its;total statutory capltal as set -
-out in its prewous year’s financial statements by 15% or!more in a-single financial year; . . .u .

o Is requrred to establrsh and marntarn a segregated long term busmess fund and
» Is prohlbrted from declarlng or payrng a drvrdend to any person other than a polrcyholder unless the
" value of the assets of its long-term business fund as certified by Global Preférred Re’s approved

'actuary, exceeds the extent (as'so certified) of the liabilities of Global ‘Preferred Re’s long-term
business. The amount of any such dividend shall-not exceed the aggregate of the excess Teferenced
inthe preceding sentence and other funds: properly available for the payment of dividends, be1ng
funds arising out of its business, other than its long-term business. '
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-Global Preferred Re must comply with the provisions of the Compames Act 1981 (the “Companies
Act”) regulating the declaration and payment of dividends and making distributions from contributed -
surplus and reductions of capital. Global Preferred Re may not declare or-pay a dividend, or make a
distribution out. of contributed surplus, if there are reasonable grounds for believing that: the company is,
or would after the payment be, unable to pay its liabilities as they become due; or the realizable value of
the company’s: assets would thereby be less than the aggregate of its liabilities and its issued share capital
and share premlum accounts. The Companies Act. further regulates the return of capltal and repurchases
and redemptions of shares by Global Preferred Re. : _ . .

_ Global Preferred relies, and will continue to rely, pnmanly on funds retamed at the holdlng company
level, dividends and other permitted payments, such as debt service payments, from Global Preferred Re to
meet ongoing cash requirements. As of, December 31, 2002 and 2003, Global Preferred Re had total
statutory capitat>and surplus of $11.7 million and-$22.6 million (estimated), respectively. For the years -
ended December 31, 2001, 2002 and. 2003, Global Preferred Re had statutory net income (loss) of
$496,000, ($6.1 million) and $10.5 million (estimated), respectively. As of December 31, 2003, Global
Preferred Re had $7.4 million (estimated) available to distribute in dividends without seeking: regulatory
approval Dunng 2003, Global Preferred Re paid no.dividends to- Global Preferred. :

10. Comm‘ltments and Contingent Liabilities :

From time to time Global Preferred may be subject to litigation and arbitration in the normal course
of business. Management does not believe that Global Preferred is a party to any such.pending litigation or
arbitration that would have a material adverse effect on its ﬁnancml position, results of operatlons or cash
flows. ‘ ~ : ~

Global Preferred has obtained letters of credit in favor of unaﬁihated insurance .companies with whom
Global Preferred has reinsurance agreements. The posting of a letter of credit allows the cedlng life -
company to take statutory reserve credit for reinsurance ceded, which would otherwise not be avallable as
Global Preferred Re is not a licensed reinsurer by the ceding life company’s state of domicile. At
December 31, 2003, the outstanding letters of credit totaled $5.85 million. The letters of credit were issued
by Global Preferred’s custodran and secured by Global Preferred’s investments held by. the custodian.’

In October 2002 Global Preferred entered 1nto a lease agreement for office space in Duluth "Georgia.
The initial lease term, as amended, is twenty-four months, with the optlon to extend the term an
additional thirty-nine months, expiring in January. 2008. If Global Preferred exercises the right to extend
the lease, the first three months of the extended term will be abated. Payments under this jease are
$122,177 annually through October-2004. The lease payments are subject to an annual increase of
approximately 3%. Total lease expense for the office space for the year ended December 31, 2003 was
$l20 488. :

The following is a schedule of future minimum lease payments as of December 31 2003

Year Ending December 31, T S h S o ) e Lease Payments
2004 e $97,583
2005 . ... e, R SR e e 123,937
2006 . 5 P B EREREN TR OUUS I S S o 132,134
2007 ... U RIDR SR UL S 136,048

' Thereafter ............................. P S 4,946

The monthly lease payments will be expensed on a stra1ght line basis for the life of the lease in
accordance with SFAS No. 13, Accounting for Leases.
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In October 2002 Global Preferred entered 1nto an operatlng lease with ePlus,.Inc. The lease consists .
of three schedules for the leasé of office furniture, copier and computer equipment, and telecommunica-
tions equlpment The term of each schedule began either December 31, 2002 orJ anuary 31; 2003 and
expirés 36 months. theréafter on either Deceiber 31, 2005 or January 31, 2006. Payments undet’ this lease .
are $36,987 annually through the end of the lease. Total lease expense for the operatmg lease for year
: .ended December 31, 2003 was $39,883.

rThe followmg isa schedule of future m1n1mum lease- payments as of December 31, 2003

. Year Ending December 3, _' o - : ‘  Lease Payments
2004, ... NS S ol 836987
2005....... e e LT 36,987
: 2006,..'.,.._.’..~..,".'.".;._.-'.‘.’.v::l. e PR B R L R 1,268

Liabilities for future policy beneﬁts under modlﬁed coinsurance agreements equal reinsured pohcy
account balances on the underlymg hfe insurance and annuity policies. With regard to the separate account
benefits reinsured on a modified coinsurance basis, liabilities are recorded as an offset to related. assets as
the intentions and nghts under the agreements with the ceding life companies meet the appropnate
condmons governing rights of setoff. Separate account benefits and related assets reinsured on 4 modrﬁed
. coinsurance basis totaled $245. 2 m11110n and $281 8 million as of December 31,2002 and. 2003
respectlvely )

1.. Current Matifities and Long-Term Debt

At_Deeember 31, 2002 and_:2003,__amounts payaole for tong-term debt were as 'folloxys, in summary:
' 2002 . . 2003 - -

Long -Term Debt Convertlble Term Note — 7.5%. 1nterest principal
and mterest due at. July 29 2004 ... . $5,000,000 . $ —

At December-31; 2002 and’ 2003 amounts payable for curient maturttles of long-term debt were as
follows, in summary S :

, Ct " 2002 2003
Current Ma‘t'ur:tties of Long-Term Debt’ :
Convertible Term Note — 7.5% interest, principal and mterest due S :
atJuly29 2004 L B $ . — 185,000,000

In July 1999, Global Preferred issued a $5 mrlhon five-year convertlble term note to Money .
Services, Inc. due on July 29, 2004, Money Services is a sub51d1ary of AEGON USA, Inc. Proceeds of

- this note were used to:reduce a portion of the outstanding principal balance on a line of credit with Money

" Services. Interest is payable at:7.5% per annum (except in' the event of redemption),.on the 29th of each
" succeeding January and July through and including July 29, 2004. Money Services has the right to convert
“the. outstanding principal balance of this note into shares of Global Preferred’s common stock:at any time..
Upon conversion, Money Services will receive 6,255 shares of common stock for each $100 of the -
outstanding principal amount of the note, which reflects the three-for-two-stock split in 2001. Global
‘Preferred has the option to.redéem the note, in whole or in part, between July 29; 2002, and -July 29,
2004. To redeem the note before maturity, Global Preferred must pay all principal, plus interest accrued

_from the date of the note through the redemption date at a higher effective interest rate of 9% per annum.
As of December 31, 2002 and 2003, Global Preferred had an outstanding principal balance on the note of
$5 million and accrued interest of $158,219.
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12: Comprehenswe Income o R & Tk S L e

The fol]owrng table sets forth the amounts of other comprehensrve 1ncome (loss) along w1th the ‘
related tax effects allocated fo other comprehensrve income (loss) for the. years ended December 31 2001
2002 and 2003 o

- . Before-Tax (ExpihSe)L " Net-of-Tax =~ .~
Amount Beneﬁt . Arnount
000 o
Net unreallzed holding gains arising durrng period. ... .. ~ $ 323858  $(110,111) " § 213;747
Less: reclassrﬁcatlon adjustment for gains realized in net o o -
MCOME '\ vt 44,807  (15,234) 29,573
Other comprehensive income .................... ... $279,051  § (94,877) $ 184, 174
2002 : - o
A' Net unreahzed holdrng losses ansrng during penod o $(676,923) % 230,'15_3&‘ ‘_ $(_44'6,'770)
Less; reelassrﬁcatlon adjustment for gains realized.in- net Lo , o
1ncome, T T SR _427,8-23 - (145,459). - 282,364 .
Other comprehensrve 108, e r e SRR 2L $(249,100) - § 84,694 - $(164,406) "
2003 | S S
.. Net unrealized holding gains arising during period . . . . . - 8 97,546 . § (33,166) $ 'vi6'4,v380 S
. Less: reclassification adjustment for garns reahzed in net - . o
CooAncomer. L et Ll il KON Sl . 21,476 (7,302) = - 14,174

Other comprehensive income ........................ ~$ 76070 $ (25,864) $ 50,206

.

13. Segment- Reporting -

Global Preferred defines reportable segments, based on the nature of its reinsurance agreements and
the accounting treatment used for the various reinsurance agreements Based on this definition, two
reportable segments have been identified: non-universal life-type agreements and universal life-type
agreements (as each is referenced in SFAS No. 97; Accounting and Reporting by Insurance Enterprises
for Certain Long-Duration Contracts and for Realized Gains and Losses from the Sale of . Investments,

- paragraphs 44 and 45). Global Preferred reinsures certain variable universal life insurance policies on a -
renewable‘term\basis;‘which are reported below as Non-Universal Life-Type Agreements and, as such, '

* these revenues are classified as premium revenue. Renewable term reinsurance involves the reinsurance of
mortality risk whereby premiums are not directly related.to the premium rates on the original plan of
insurance. Global Preferred’s renewable term agreements are accounted for under SFAS. No. 60,
Accounting and Reporting by Insurance Enterprises,.accounting principles. Global: Preferred reinsures
variable annuity ‘contracts and certain other variable universal life insurarice policies 'on a'coinsurance.and
modified coinsurance basis, which are reported below. as Universal Life-Fype' Agreements and, as such, " '
these revenues are classified as reinsured policy revenues. Coinsurance involves the reinsurance” of mortality
and investmient risks. on the same basis as that of the underlying policies. The ceding life companies and '
Global Preferred share in these risks on a pro rata basis. Global Preferred’s existing coinsurance and. . .+
modified coinsurance.agreeéments are accounted for under SFAS No. 97 accounting principles. L

5

o
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Items not directly related to.the business segments and unallocated corporate items (i.e., other
income, interest expense on corporate debt and unallocated operating expenses) are shown separately,
consistent with Global Preferred’s internal measurement process. Segment assets reported include those
assets directly attributable to the reinsurance agreements such as reinsurance balances receivable, deferred
acquisition costs, policy loans, prepaid expenses, invested assets and cash. Cash and invested assets.are
allocated to the agreements based upon statutory reserves, the letters of credit posted in support of the
statutory reserves held, statutory receivables and allocated surplus whrch is consistent with Global
Preferred’s current internal measurement process '

" Year Ended December 31, 2001

N -
e S Uni\?ell-sa] Universal .
Segment Reporting o : e © . Life-Type Life-Type - Other Total
' A .y ' . (Dollars in’ thousands)

Premiums . ... ......... e $19240 $ - —- § —  $19,240
Reinsured policy revenues ......0............. L — . 11,238 —_ 11,238
Benefits, claims’ and settlement expenses* o coe.. - 1,833 C 871 = 8,704
Reinsurance expense allowances net .............. 6,859 1,642 . — 8,501
Amortrzatron of deferred acqursmon costs .......... , 197 3,748 - — 3,945
Underwrrtmg profit ... T 4,351 4,977 — 9328
Net. investment income. . ... e N . . 215 230 366 811
Net realized gain on 1nvestments ........ {k ..... L — — 45 45
Other EXPenses ............ L g 123 216" 1,991 2,330
Segment operating income (Ioss) before income tax 4,443 4,991 (1,580) 7,854
Income tax expense (benefit) ...... B 1,353 1,520 (481) 2,392
Segment net income (loss) ............ e $ 3090 $ 3470 $(1,099) $ 5462
Preferred dividends ... ......oovrl i —_ _ 267 267
Segment net income (loss) ava1lable to common : ‘ .

stockholders ......... e TR R $ 3090 $3471 $(1,366) § 5,195
Segment assets AR e . . §$8615 $46,748  $12,490 $67,85‘3

* Benefits, claims and settlement expenses include change in future policy benefits.
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Year Ended December 31, 2002

- Urll\ilw?el:-sal Universal R
- Segment Reporting . - Life-Type  Life-Type Other . Total

R N (Dollars in thousands) : .
Premiums . ..ot e © $17985 ' — § — ~$17,985
Reinsured policy revenues .................. e — 13,860 - — . 13,860
Benefits, claims and settlement expenses* .......... " 17,866 2,089 — 9,955
Reinsurance expense allowances, net .............. 6,319 2,199 — ' 8,518
Amortization of deferred acquisition costs .......... 232 6,792 — 7,024
Underwriting profit ......... e L - 3,568 2,780 — 6,348
Net investment income. . . .. U T 124 276 342 742
Net realized gain on investments .............. . — — 428 © 428
Other EXPenses ... .....oovuvieiiun i ons 142" 280. . 4,790 5,212
Segment, operating income (loss) before income tax 3,550 2,776 '(4‘,020) 2,306
Income tax expense (benefit) .................... - 1,213 949 . (1,374) 788
Segment net income (loss) .......... e $ 2337 $1827 ‘$(2,646) $ 1,518
Segment aSSELS .. e $ 6,021  $52,248 $16,005  $74,274

* Benefits, claims and settlement expenses include change in future policy benefits. N
Year Ended December 31, 2003

‘ Ullfi:)erz'-ss;l Universal

Segment Reporting . Life-Type Life-Type Other ~ ~  Total
(Dollars in thousands) )
Premiums . .......coovuuiivei .. T $17401 § — § — $17401
Reinsured policy revenues ... ... e » _ 12,796 o '12,796
Benefits, claims and settlement expenses® .......... 8,147 2,176 — 10,323
Reinsurance expeﬁse allowances, net .............. '6,042\ 2,093 - "~ 8,135
Amortization of deferred -acquisition costs . ......... 250 5,287 = 5,537
~ Underwriting profit ...................... PR 2,962 3240 o — 6,202
Net investment income.............. P . 14 207 186 407
Net realized géin on investments ......... e — — 21 21
Other INCOME . . ..o e et = — 63 63
Other expenses ............ e e 167 344 3251 3,762
Segment operating income (loss) before income tax 2,809 3,103 (2,981) 2,931
Income tax expense (benefit) .. ...... T 956 1057  (1,015) 998
Segment net income (10S8) .. ...........nnn... ... $ 1853 §2046 $(1,966) $ 1,933

Segment assets .. ... e P $ 5601 $48,164  $25,519 °$79,284

* Benefits, claims and settlement expenses‘_include change in future policy benefits.
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During 2001, 2002 and 2003, the. percentages of total premiums and relnsured policy revenues that
relate to Western Reserve were 89%, 91% and 92%, respectively, The percentages of the total underwriting
profit that relate to Westcrn Reserve for 2001 2002 and 2003 were 86%, 96% and 95%, respectively.. E

Global Preferred estrmates that approx1mate1y 44% of vanable universal Jife premrums and 33% of
variable annuity premiums, written through Western Reserve and sold by agents assomated with World
Financial Group, originated i in Cahforma o

14, Caprtal Infuswn

In August 2000, Global Prefcrrcd closéd its offering of Serrcs A Preferred Stock, which resulted in
approxlmately $4 million of gross proceeds to Global Preferred. Global Preferred issued 266,047 shares of
Series A Preferred Stock in this offering. The net proceeds were loaned to Global Preferred Re, which .
were applied toward repayment of a line of credit with Money Services. The terms of the Series A
Preferred Stock prowded for automatic conversion into common stock upon the earlier of (i) the closing
of any Qualifying Sale of shares of common stock or (ii) January 1,2002. A Qualifying Sale was defined
as net proceeds to Global Preferred of at least $10 million from the sale of its shares of common stock On
January 1, 2002, 266,047 shares of Sencs A Preferred Stock issued were automaucally converted into )

399,074 shares of common stock The conversron reﬂected the 3-for-2 stock spht effective in Septcmber
- 2001,

In October 2002, Global Preferred withdrew the registration statement for its proposed initial public
offering of 9.5 ‘million shares of common stock due to unfavorable market conditions. During the quarter
ended September 30,.2002, Global Preferred expensed $1.7 million of deferred offering costs that were to -
be offset against the proceeds of the-offering. The dofcrrcd -offering  costs paid in prior periods were
previously reported as an.asset under “prepaid expenses” on the censolidated balance sheet and the
expensing of those costs is currently shown as “costs of withdrawn offering” on the consolidated income : -
statement. : :

15. Stock Optlohs

In 2002, Global Preferred establrshed the Global Preferred Holdings, Inc. Stock Incentive Plan (the
“Stock Incentive Plan” ). The-aggregate number of shares of common stock reserved for issuance under
the Stock Incentive Plan is 1.5 million shares. Awards granted under the Stock Incentive Plan may be
stock appreciation rights, restricted stock, options intended to qualify as “incentive stock options” or-
nonqualified 'stock options: The term of the options, including vesting, exercise price and expiration date,
are determined by the Compensation Committee of the Board of Directors at the date of the grant. No
options may be granted under the Stock Incentive Plan after July 30, 2012. The purpose of the Stock

Incentive Plan is to attract and retain experienced, knowledgeable employees and to align the interests of
these employees with Global Preferred’s stockholders. -

Also in 2002, Global. Preferred adopted and the stockholders ratified the Global Preferred
Holdings, Inc. Directors Stock Option Plan (the “Directors Option Plan’): This plan was subsequently
amended and restated by the Board of Directors, which amendment and restatement was ratified by the
stockholders in June 2003. The aggregate number of shares of common stock reserved for issuance under
the Directors Option Plan is 280,000 shares. Options granted under the Directors Option Plan generally
vest over a 3 to 4 year period and the exercise price is not less than the fair value of the shares of
common stock subjéct to the options granted as of the date of grant, as determined by the Board of
Directors. No options may be granted under the Directors Option Plan after June 17, 2013. The purpose
of the Directors Option Plan is to attract and retain experienced, knowledgeable directors and to align the
interests of Global Preferred’s directors with the stockholders.
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SFAS No. 123 requires the development of an estimate of the. fair value of options granted. While
Global Preferred believes that option pricing models, such as binomial and Black-Scholes, provide the best
estimate of the fair value of the options granted, these valuation models have limitations. In management’s
opinion, these models may not necessarily provide a reliable single measure of the fair value of Global
Preferred’s stock options, because (i) Global Preferred’s employee and director stock options have
characteristics significantly different from' those of traded options, (ii) there is no active trading market in
Global Preferred’s capital stock and the stock therefore does not have a readily ascertainable fair market
value, and (iii) changes in the subjective input assumptions can materially affect the fair value estimate.
In addition, options give the option holder the right, but not the obligation, to buy Global Preferred’s
common stock at a fixed price in the future regardless of the fair value of the common stock at the
purchase date, therefore, there is no guarantee that the options will ever have any tangible value. Global
Preferred has used a b1nonna1 option valuatlon model to dctermme fair Value of its employee and director
stock options.

In May 2003, the Compensation Committee of the Board of Directors granted options to purchase an
aggregate of 170,688 shares of common stock to certain employees in order to retain employees due to
competitive market conditions and to provide additional incentive to such persons to increase the. value of
Global Preferred’s stock. Followmg the stockholders’ ratification of the amendment to the Directors Option
" Plan, in June 2003, the non-employee directors of Global Preferred were automatlcally granted options to
purchase 78,625 shares of Global Preferred’s common stock. )

Options granted by. the Company currently expire no later than 10 years from the grant date and
generally vest within 4 years. As of December 31, 2003, 118,876 of the unvested options would
automatically become fully vested upon a change of control of the company. The exercise price of all
options outstanding as of December 31,,2003 is $10 46. Additional information with respect to stock option
plan activity is as follows: - - .

’ Outstanding OptionS )
Shares Available Number of  Weighted Average

for Options Shares Exercise Price
(Shares in thousands)
. December 31,2002 ............. ..... e . 1,780.0- — ' N/A .
Grants . ... e e (249.3) 2493 $10.46
Cancellations ... .. T o o — (3.9) $10.46
December 31, 2003 .. ........co. oo 11,5307 . 2454 $10.46
Options exercisable at: _ L

December 31,2002 ..., — = ' N/A
- December 31,2003 ................. U 812 . 31046

These options will expire if not exercised prior to their cxp1rat1on dates the latest.of which is May
2013..No options have been exercised. ’
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The fair value of options granted in 2003 reported above was estimated at the date of grant using a
binomial option valuation model. The following assumptions were used in" determining the SFAS No. 123
expense associated with the stock option plans. The volatility used was 0%; the risk free interest rate was
3%; dividend yield was 0%; the gross director termination rate was 0%; and the gross employee termination
rate was 20%. Options were assumed to be exercised at varying rates depending upon the excess of the fair
value of Global Preferred’s common stock modeled over the strike price of the option. These rates varied
from 0% where the excess of the fair value of the common stock over the strike price of the option was $0
to 34% per year when thls excess was $8 or higher. The weighted average estimated fair value of employee
and director stock optlons granted durmg 2()03 usmg SFAS No. 123 assumptlons was $0.24 and zero
respectlvely -

16. Defined Contribution Pensmn Plans

* Global Preferrcd Sponsors a defined contribution pension plan covenng substantlally all of its
employees. In 2001 and 2002, contributions and costs wére‘determined as 50% of an employee’s
contribution up to 6% of the employee’s salary (not to exceed a salary base per employee of $170,000 in
2001 and:$200,000 in'2002). In 2003, contributions and costs were determined as 100% of an employee’s
contribution up to 4% of. the employee’s salary (not to exceed a salary base of $200,000. per employee).
The ‘total costs were. $8 938, $12,329 and $39,401 in 2001, 2002, and 2003, respectively.
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17. Parent Company Financial Information

Balance Sheets
(Parent Company Only) .

December 31,

(1) Eliminated on consolidation
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. . 2002 2003
ASSETS’
Investment in common stock of subSIdlary(I) ........................... $36,859,470 = $38,722,535
Fixed matunty securities — available for sale (amortlzed cost of $12,523 and, - - ‘
$498,810 for 2002 and 2003, respectlvely) ............................ , 12,927 504,373
Cash and cash equivalents ........0...... ..o, 2,475,098 3,545,374
Investment income due and accrued . RIS [ o 1,319 3,509
" Investment income due and. accrued — 1ntercompany(1) ....... DU 189,344 189,344
Accounts receivable . . . .. e T e 215,500 ‘ - —
Intercompany receivables (1) ... o e 2,152,529 1,484,708
Note receivable —mtercompany(l) e 5,000,000 © 5,000,000
Prepaid expenses . .. ...l 872,648 516,182
Fixed assets (net of accumulated deprec1at10n of $240,439 and $336,817 for ‘ : ’
2002 and 2003, respectively) ... ittt 215,095, 135,495
Deferred tax benefit................ L e e 940,433 862,591
Total assets........ TR e e e .. $48934,363  $50,964,111
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities: : . ‘
Accrued expenses and accounts payable .............................. $ 454289 $ 498351
Accrued interest payable .......... R 158,219 158,219
Current maturities of long termdebt.. ... ... . . — 5,000,000-
Longtermdebt............-..............; ....................... jS,OO0,000 —
Current incoime tax payable ........ ... . ... .l i i — 2,065
Total labilities .. ... . b 5,612,508 5,658,635
Stockholders’ equity:
Common stock, par value $.001, 50, OOO 000 shares and 15,000,000 shares
authorized: for 2002 and 2003, respectlvely, 4,149,074 shares issued for S
2002 and 2003 .. ... - 4,149 4,149
Additional paid-in capital ... .......c.oooririii e 23,326,026 23,326,026
Accumulated other comprehensive i 1ncome. e e ;_82',125 C 132,331
Retamedearnlngs...........................................,.'.... 19,958,822 © 21,892,237
Treasury stock, at cost (7,390 shares for 2002 and 2003, respectively) . (49,267) (49,267)
Total stockholders’ equity . .. . .. AP S 43,321,855 ' 45,305,476
Total liabilities and stockholders’ equity . ... ..:......oeueuernineni... $48,934,363  $50,964,111




GLOBAL PREFERRED HOLDINGS, INC.
NOTES TO :CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Statements of Income
(Parent Company Only)

Years Ended December 31,

2001 2002 2003
‘Revenues: _ S - .
Net investment income ... .. .... e S $ 133,575 $ 100,339 § 24,626
Net realized gain-on investments . ......................... ' 4,904 56,088 —
Intercompany interest income(1) ..... e [ - 674,298 - 473,822 450,000
Total revenue ........... R e .. 812777 630,249 474,626
Benefits and expenses: : o , | o ,
Ope‘rating expenses ........... e e 1,259,273~ (548,568) (137,929)
Costs of withdrawn offering .............. P . — 439,487 =
Interest expense . . e EIETET T FERTORURO 375,000 375,000 375,000
Total benefits and expenses .. .... e 1,634,273 265,919 237,071
Income (loss) before income tax and equity in undistributed , o
‘ net income of subsidiaries.................. e (821,496) 364,330 237,555
Income tax benefit (cxpc‘nse) e e R, 274,269 (125,877) (80,403)
Income (loss) before equity in undistributed net income of ,
subsidiaries:. ........... e e (547,227) 238,453 157,152
' Eqility in earnings of subsidiaries..................... . 6,009,808 1,279,224 1,776,263
Net income .. ... .5\ ..... PR PR SO $5,462,581 $1517,677 $1,933,415
. Preferred dividerids e e 267,104 — ‘ —

Net income available to commoin;stockholde.rs ..... L e $5,195477 $1,51_7,677 $1,933,415

"(jl')‘- Eliminated oi_l_‘cc')nsolidation

~
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GLOBAL PREFERRED HOLDINGS, INC.!
NOTES TO .CONSOLIDATED FINANCIALSTATEMENTS — ‘(Co‘ntimiev’d)'
Statements: of:Cash- Flows
(Parent Compaiy Only)

Years Ended Decelﬁber 31,
2001 2002 2003

i

Cash flows from operatlng activities: .
- $ 1,933,415

NetinCome v otvvsenrs et P L. $5462,581 $ 1,517,677

Less equity in earnings of sub51d1arles .......... [ (6,009,808) .. (1,279,224) _ (1_,7‘76,263)

Income (Loss) before equlty in undlstnbuted net income of T :
~subsidianies . oL e '$ (547,227) $ 238453 $ 157,152

Adjustments to reconcile net income to net cash provided by
(used in) operating activities: o . e
-Amortization and deprec1at10n .......................... 44,757 48,922 96,378

Costs of withdrawn offering ............. P o — 439,487 . —
Deferred tax expense (benefit) (274,176) - 125877 176,088
“Net realized’ (gain) loss on investments-. . .... T ‘ - (4,904) (56,088)-- - o —
Change in: , IR T
‘Investment income due and accrued . ................. . (39,316) 40 873 . (2,190)
. Investment income due and accrued — 1ntercompany(1) 7 104 111 11,875 : =
" Accounts receivable : o R(215,500) 7 7 215,500
. Intercompany- recelvables(l) ........................ 2,418,689 - (1 997,411) =~ 667,822
Prepaid expenses ........ T P PN i (49,115);_' e (751,036) 356,466
" Accrued expenses and accounts. payable . ........ e . 451,778 . (76,591) ..., ..44,062
_Current income- tax'payable e (9,181) - 1,875 2,065
) th cash prov1ded by (used 1n) opcratlng act1v1t1es R 2,095,416 (2,189,264) . 1,613,343
Cash flows from investing activities: _ :
~ Proceeds from sale of available-for-sale securities . .. . .. L. 411,138 2, 174 208 —
" Praceeds from principal payments on mortgage-backed : S - S
securities of available-for-sale securities 28,817 110 891 12,522
Purchase of available-for-sale securities ................. (2,676,584) . . , — (498,810)
Purchase of fixed assets. .. ............oooiirouenenen... (84,066) (219,928) (16,779)
Purchase of common stock ........... ... ... — — (40,000)
Net cash provided by (used in) investing activities....  (2,320,695) 2,065,171 (543,067)
Cash flows from financing activities:
Preferred dividends .......... ... ... . ... .. ... (279,349) — —
Issuance of notes receivable — intercompany(1l) .......... 2,012,479 1,087,550 —
Prepaid expenses — costs of withdrawn offering .......... : (577,112) 577,112 —
Costs of withdrawn offering ........................... — (439,487) —
Net cash provided by financing activities ........ e 1,156,018 1,225,175 —_
Net increase in cash and cash equivalents ........... 930,739 1,101,082 1,070,276
Cash and cash equivalents at beginning of period ........... 443,277 1,374,016 2,475,098

Cash and cash equivalents at end of period ................

(1) Eliminated on consolidation
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$ 1,374,016

$ 2,475,098

$ 3,545,374
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